Commission Meeting

Agenda

Commission Meetings are Open to the Public
Visit our web site at www.wsgc.wa.gov

Location of Meeting: Date and Time of Meeting:
Red Lion Hotel at the Park Thursday, September 14, 2006
303 West North River Drive 1:30 p.m.

Spokane, WA 99201
(509) 326-8000

Informal Study Group Sessions:

9:30 a.m. —10:00 a.m. Charitable Nonprofit Study Session
10:00 a.m. — Noon Commercial Operators Study Session

Public Meeting:

Please note agenda items after 1:30 p.m. may be taken out of sequence at the discretion of the

Chair.

1. Agenda Review / Director's Report:

a)
b)

c)

d)

Administrative Issues:
Adjusted Cash Flow Status Report

Agency Request Legislation Proposal Amy Hunter, Administrator
Correspondence:

- National Indian Gaming Commission-Rules Pertaining to Class Il Electronic Devices
- Gambling Commission 2007-2009 Biennium Budget

Monthly Update Reports:

- Administrative Case Update
- Seizure Update

- Congressional Update
News Articles

Comments from the Public

Please turn telephones and pagers off during meeting sessions




Thursday’s Commission Meeting
September 14, 2006
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2. New Licenses and Tribal Certifications: David Trujillo, Assistant Director
3. Defaults: Amy Hunter, Administrator

a) Paula Elkins, Class Il Employee-Revocation

4, Petitions:
a) Petition for Reconsideration: Bruce Marvin, Ast. Atty. General
Sharkey’s Sports Bar & Grill, Mount Lake Terrace 3:00 p.m.
b) Petition for Review: Bruce Marvin, Ast. Atty. General
Laurel Forcher, Card Room Employee-Revocation 3:15 p.m.
5. Summary Suspensions
6. Other Business/General Discussion/Comments from the Public

Executive Session to Discuss Pending Investigations, Tribal Negotiations & Litigation;
and Adjournment

Upon advance request, the Commission will pursue reasonable accommodations to enable persons with disabilities to attend Commission meetings.
Questions or comments pertaining to the agenda and requests for special accommodations should be directed to Shirley Corbett, Executive Assistant at
(360) 486-3447 or TDD (360) 486-3637. Questions or comments pertaining to rule changes should be directed to Susan Arland, Rules Coordinator
and Public Information Officer at (360) 486-3466.



Commission Meeting Agenda

Commission Meetings are Open to the Public
Visit our web site at www.wsgc.wa.gov

Location of Meeting: Date and Time of Meeting:
Red Lion Hotel at the Park Friday, September 15, 2006
303 West North River Drive 9:30 a.m.

Spokane, Washington 99201
(509) 326-8000

7. Approval of Minutes: Regular Meeting, August 10 & 11, 2006

Rules Up for Final Action

8. Petition for Rule Change-ZDI Gaming, Inc., Cash Cards - (Petition

Withdrawn)
Filed 05-17-06 as a Pre-Proposal Statement of Inquiry (CR-101) under WSR #06-11-095.

a) Amendatory Section WAC 230-12-050
Extension of credit, loans, or gifts prohibited - Limited exception.

b) Amendatory Section WAC 230-30-070
Control of prizes — Restrictions — Bonus prizes — Displaying — Procedures for awarding.

9. Petition for Rule Change — Don Logerwell Amy Hunter, Administrator
Filed 05-04-06 as a Pre-Proposal Statement of Inquiry (CR-101) under WSR #06-11-006. Filed 07/07/06
as a Proposed Rule Making (CR-102) under WSR # 06-15-024 with a published date of 08/22/06.

a) Amendatory Section WAC 230-02-412
Gambling equipment defined.

10. Rules Simplification Project Beth Heston, Project Manager
Filed 03/17/06 as a Pre-Proposal Statement of Inquiry (CR-101) under WSR #06-07-108. Filed 06/20/06
as a Proposed Rule Making (CR-102) under WSR # 06-13-077 with a published date of 07/05/06.

a) Chapter 230-11 — Raffles.
Chapter 230-11 won’t become effective until 01-01-08.
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11.

12.

13.

14.

Rules Up for Discussion

Rules Simplification Project Beth Heston, Project Manager
Filed 05/18/06 as a Pre-Proposal Statement of Inquiry (CR-101) under WSR #06-11-110. Filed 08/22/06
as a Proposed Rule Making (CR-102) under WSR # 06-17-134 with a published date of 09/06/06.

a) Chapter 230-18 — Promotional Contests of Chance.
Chapter 230-18 won’t become effective until 01-01-08.

Rules Simplification Project Beth Heston, Project Manager
Filed 03/17/06 as a Pre-Proposal Statement of Inquiry (CR-101) under WSR #06-07-109. Filed 08/22/06
as a Proposed Rule Making (CR-102) under WSR # 06-17-133 with a published date of 09/06/06.

a) Chapter 230-09 Fund Raising Events.
Chapter 230-09 won’t become effective until 01-01-08.

Allowing Poker at Fund-Raising Events Jeannette Sugi, Acting Asst. Director
Filed on 08-24-05 as a Pre-Proposal Statement of Inquiry (CR-101) under WSR #05-17-202. Filed 08/14/06
as a Proposed Rule Making (CR-102) under WSR # 06-17-083 with a published date of 09/06/06.

a) Amendatory Section WAC 230-25-040
Fund-raising event—House rules to be developed and posted—Limitations on wagers.

b) New Section WAC 230-25-045
Poker tournaments at fund-raising events and limited fund-raising events.

c) Amendatory Section WAC 230-25-050
Wagering among participants not permitted.

d) Amendatory Section WAC 230-25-325
Limited fund-raising event — Procedures and restrictions.

Gambling Service Suppliers Dave Trujillo, Asst. Director
Filed on 12-20-05 as a Pre-Proposal Statement of Inquiry (CR-101) under WSR #06-01-083. Filed 08/14/06
as a Proposed Rule Making (CR-102) under WSR # 06-17-084 with a published date of 09/06/06.

a) New Section WAC 230-02-203
Defining lending agent, loan servicer, or placement agent.

b) New Section WAC 230-02-204
Defining regulated lending institution.

c) Amendatory Section WAC 230-02-205
Gambling service supplier defined.

d) Companion Rules Simplification Project Rule
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Amendatory Section WAC 230-03-210
Applying for a gambling service supplier license.
This companion rule was previously adopted, but won’t become effective until 01-01-08.

e) Companion Rules Simplification Project Rule
New Section WAC 230-03-211
Defining “Lending Agent,” “Loan Servicer,” or “Placement Agent”
This new companion rule won’t become effective until 01-01-08.

f) Companion Rules Simplification Project Rule
New Section WAC 230-03-212
Defining "Regulated Lending Institution”
This new companion rule won’t become effective until 01-01-08.

15.  Other Business/General Discussion/Comments from the Public/Adjournment

Upon advance request, the Commission will pursue reasonable accommodations to enable persons with disabilities to attend Commission meetings.
Questions or comments pertaining to the agenda and requests for special accommodations should be directed to Shirley Corbett, Executive Assistant
at (360) 486-3447 or TDD (360) 486-3637. Questions or comments pertaining to rule changes should be directed to Susan Arland, Rules
Coordinator and Public Information Officer at (360) 486-3466.



RECEIVED
MAY 0 5 2006

GAMBUNG COM
COMM & LB, DEpeN

PETITION FOR ADOPTION, AMENDMENT, OR REPEAL
OF A STATE ADMINISTRATIVE RULE (RCW 34.05.330)

The Office of Financial Management (OFM) has adopted this form for members of the public who wish to petition
a dtate agency to adopt, amend, or repeal an administrativerule (regulation). Full considerationwill be givento a
petitioner's request. Please completethefollowing:

PETITIONER'S NAME (PLEASE PRINT) TELEPHONE NUMBER (INCLUDE AREA CODE)
ZDI Gaming, Inc., by Joan K. Mell, Miller Quinlan & Auter P.S. Inc. (253) 565-5019

STREET ADDRESS POBOX NUMBER [ CITY STATE ZIP CODE
1019 Regents Blvd., Suite 204 Fircrest | WA 98466

AGENCY RESPONSIBLE FOR ADMINSTERING THE RULE
Gambling Commission

Please submit completed and signed form to the* Rules Coordinator" & the appropriate state agency. The agency will contact you within
60 days.

Check dl that goply bdow and explain on the back of thisform with examples. Whenever possible, attach suggested language. You may
atach other pagesif needed.

(J1. NEW: | am requesting that a new WAC be developed.

| believea new ruleshould be developed.
[JThe subject of thisruleis

[(JThe rule will affect the following people
(JThe ned for theruleis:

2. AMEND: | am requesting a changing to existing WAC 230-30-070; 230-12-050

(J3. REPEAL: | am reguesting existingWAC be removed.

I believethisrule should be changed or repealed because (check oneor more):
(1t does not do whet it wasintended to do.
{1t imposes unreasonable costs.
(1t is applied differently to public and private parties.
(it isnot clear.
(1t isno longer needed.
(1t isnat authorized. The agency hasno authority to meke thisrule.
{1t conflictswith another federal, state, or local law or rule. Pleaselist number of the conflicting law or rule, if known:

(1t duplicatesanother federa, state or locd law or rule. Pleaselist number of the duplicatelaw or rule, if known:

XOther (pleaseexplain): The accounting controls inherent to cash card technology provide a regulatory
enhancement to an area of gaming vulnerable because it is an easily corrupted cash system. Currently, there is no accounting
for the cash exchange required to play pull-tabs. Changing the rules to spe¢ifically authorize the use of cash card technology
in pull-tab gaming for low-tier winners (under $20.00) provides a meaningful regulatory opportunity without expanding
gaming. (See attached staff testimony.) Gambling Commission Staff hasalready approved use the use of cash card
technology for the purchase of pull-tabsand other cash equivalents such as gift certificates, pull-tabs and gambling chips to be
awarded as prizes. (See attached e-mails and field operation rule interpretation.) The amendments proposed in this request
would update the rules to be in compliance with actual practice inthe field. In fact, the Gambling Commission Staff has
proposed the precise amendment included in this request to WAC 230-12.050. The additional requested amendment to WAC
230-30-070 is necessary to ensure the regulatory controls apply to not only the purchase of pull tabs, but to the awarding of
low-tier prizes aswell. Use of cash card technology in conjunction with pull-tab dispensing equipment does not transform the
approved equipment into prohibited gambling devices because the technology does not alter the paper pull-tab, which controls
the prerequisite "'element of chance.” (Sge attached ALJ opinion.) The continued viability of commercial stimulants such as
pull-tab gaming depends upon mnov tmﬂ ag gift card/cash card technology.

PETITIONER'S SIGNATURE 4]( iy M DATE o5 "f 0L

7 H""\/
L) \



WAC 230-30-070
Control of prizes— Restrictions— Bonusprizes— Displaying —
Procedur esfor awar ding.

Punch board and pull-tab prizes shall be closely controlled to ensure players are not defrauded.

(2) All prizes from the operation of punch boards and pull-tabs shall be awarded in cash,_qift certificate, or in
merchandise. Anv cash prize of twentv dollars or less mav be awarded on a qift card.

No licensee shall offer to pay cash in lieu of merchandise prizes Which may be won.

(2) Additional chances on a punch board or pull-tab game may not be awarded as a prize. Provided, That prizes
may involve the opportunity to advance and win a larger prize on the same punch board or pull-tab game as set forth
in subsection (4) of this section.

(3) A bonus prize is a prize offered in a bonus pull-tab game, defined in WAC 230-30-040(1). A step-up prize is a
prize offered on a punch board. The awarding of these prizes involves an immediate, additional opportunity to
advance to a section of the game to determine the prize.

(4) On games where players advance, the bonus or step-up prizes may not be less than the highest prize
available, which might otherwise have been won by the punch or pull-tab for which the opportunity was awarded.
Each punch board or pull-tab game offering bonus or step-up prize$ must clearly indicate on its flare the terms and
conditions under which the bonus or step-up prize may be won, including the amount of the bonus or step-up prize.

(5) The licensee shall display prizes so that a customer can easilly determine which prizes are available from any
particular punch board or pull-tab series or device operated or located upon the premises. In addition, the following
requirementsapply.

(a) Merchandise prizes shall be displayed as follows:

(i) In the immediate vicinity of the punch board or pull-tab series and in plain view: Provided, That games that offer
merchandise prizes that are "surprises" may be wrapped in some way so players are unable to identify what the prize
is until opened;

(ii) If size or space constraints do not allow the prize to be displdyed as provided in (a)(i} of this subsection, the
merchandise prize may be displayed elsewhere on the premises provided that a specific reference to that actual prize
is noted on the flare; or

(iii) If the merchandise prize cannot be displayed on the premises, an accurate description and/or photograph of
the prize must be displayed in plain view on or immediately adjacert to the flare.

(b) Cash prizes shall be clearly represented on the prize flare;
(c) Combinationcash and merchandise prizes must meet the requirements of both (a) and (b) of this subsection;

(6) The following procedures apply to the removal of prizes from the game flare and the presentation of prizes to
winning players:

(a) Upon determinationof a winner of a merchandise prize, the licensee shall immediately remove that prize from
the flare and present the prize to the winner upon demand;

(b) Upon determinationof a winner of any cash prize over twenty dollars, or of any merchandise prize with a retail
value over twenty dollars, the licensee shall permanently and conspicuously delete all references to that prize from
any flare, punch board, or pull-tab dispensing device upon which such reference may appear, and from any other list,
sign, or notice which may be posted, in such a manner that all future customers will know the prize is no longer
available. On step-up punch boards and bonus pull-tab games, onde all opportunitiesin a section of the flare have
been won, all references to prizes no longer available to be won mist be deleted on the flare. Operators may correct
an inadvertently deleted prize by noting on the flare that such prizeis still available. Such reference shall be
permanently and conspicuously deleted when the prize is actually awarded. Failure to permanently and
conspicuously delete a prize from the flare may result in the directar initiating actions to revoke a license for violation
of RCW 9.46.190 (defrauding a participant). The prize shall be paid or delivered to the winner only after all reference



to such prize has been deleted from the flare.

(7) Payment of prizes. The licensee must pay or award to the customer or player playing the punch board or pull-
tab series all such prizes that are required to be, but have not been, deleted from the flare when the punch board or
pull-tab series is completely played out.

(8) Record of winners. When any person wins a cash prize of over twenty dollars or wins a merchandise prize with
a retail value of more than twenty dollars from the play of any punch board or pull-tab series, the licensee or
licensee's representative shall make a record of the win. The record of the win shall be made in the following manner:

(a) The winners shall be required to print their name and date of birth, in ink, upon the side of the winning punch or
tab opposite the winning symbol(s);

(b) The licensee or their representative shall then verify the winner's identity and record the date and initial the
winning punch or tab; and

(c) If the pull-tab or punch is constructed or printed in such a manner as to preclude recording the information

required in (a) and (b) of this subsection in a legible manner, the licénsee may record the required information on a
sheet of paper not less than three inches by five inches and staple the winning tab or punch thereto.

(9) Defacing winning punches or tabs. The licensee shall, within twenty-four hours after a winning pull-tab or
punch worth more than twenty dollars has been presented for payment, mark or perforate the winning symbolsin
such a manner that the pull-tab or punch cannot be presented again for payment

(10) Spindle, banded, or "jar" type pull-tabs played in a manner which awards merchandise prizes only. Pull-tab
series which award only merchandise prizes valued at no more than twenty dollars, are hereby permitted to employ
schemes whereby certain predesignated pull-tabs are free or the player is otherwise reimbursed the actual cost of
said pull-tabs. Flares for spindle-type pull-tabs operated in this man{‘ler shall designate the total number of pull-tabsin
the series and the total number of pull-tabs designated as free or reimbursable. Free or reimbursable pull-tabs in
these types of pull-tab series shall not constitute a prize or prizes nar shall moneys collected and later reimbursed
constitute revenue for the purposes of determining gross gambling feceipts.

[Statutory Authority: RCW 9.46.070. 00-21-095 (Order 389), § 230-30-070, filed 10/18/00, effective 1/1/01; 98-15-074 (Order 359), § 230-30-
070, filed 7/15/98, effective 1/1/99. Statutory Authority: RCW 9.46.070 (5), (6), (11). (14). 97-14-012, § 230-30-070, filed 6/20/97, effective
7/21/97. Statutory Authority: RCW 9.46.070. 9.46 120, 9.46.0273, 9.46.310 and 34.09.313, 96-24-006 (Order 305), § 230-30-070, filed
11/21/96, effective 1/1/97. Statutory Authority: RCW 9.46.070 (1)-(4), (7), (8), (11} (12), (14), (20) and 9.46.110 (3), (4). 95-23-109 and 95-
24-048, § 230-30-070, filed 11/22/95 and 11/30/95, effective 1/1/96. Statutory Adthority: Rc\w 9 46.070. 94-23-094, § 230-30-070, filed
11/17/94, effective 1/1/95. Statutory Authority: Chapter 9.46 RCW. 91-21-053 (O1der 228), § 230-30-070, filed 10/15/91, effective 11/15/91.
Statutory Authority: RCW 9.46.070. 90-24-005 (Order 218), § 230-30-070, filed 1 1/26/88, &ffective 12/27/90. Statutory Authority: RCW
9.46.070 (11) and (14). 90-11-058, § 230-30-070, filed 5/15/90, effective 6/15/90.! Statutory Authority: RCW 34.05.220(4),[34,05.230 and
9.46.070 (11) and (14). 90-05-032 (Order 205). § 230-30-070, filed 2/14/90, effective 3/17/90 Statutory Authority: RCW 9.46.070 (11) and
(14). 89-17-056 (Order 196), § 230-30-070, filed 8/15/89, effective 9/15/89. Statulbry Authority: RCW 9.46{.070] (8), (14). 87-17-052 (Order
171), § 230-30-070, filed 8/18/87. Statutory Authority: Chapter 3.46 RCW. 87-03-23 (Order 164}, § 230-30-070, filed 1/13/87. Statutory
Authority: RCW 19.46.1070 (1), (2) and (11) and19.46.1110 . 85-21-046 (Order 154), § 230-30-070, filed 10/14/85. Statutory Authority: RCW
9.46.070 (8), (11) and (14). 85-03-024 (Order 142), § 230-30-070, filed 1/9/85. Sttutory Authority: RCW 9.46.070 (8) and (11). 82-01-065
and 82-03-033 (Order 115 and 1186}, § 230-30-070, filed 12/18/81 and 1/18/82; 81:21-033 (Order 114), § 230-30-070, filed 10115/81.
Statutory Authority: RCW 9.46.070(10). 79-09-029 (Order 91), § 230-30-070, file® 8/14/79; Order 43, § 230-30-070, filed 11/28/75; Order 29,
§ 230-30-070, filed 1/23/75; Order 27, § 230-30-070, filed 11/15/74; Order 23, § 230-30-070, filed 9/23/74; Order 14, § 230-30-070, filed
3/27/74; Order 12. § 230-30-070, filed 2/14/74; Order 5, § 230-30-070, filed 12/19/73.]

WAC 230-12-050
Extension of credit, loans, or giftsprohibited — Limited
exception.

No licensee, member or employee thereof shall extend credit, make a loan, or grant a gift to any person playing in
an authorized gambling activity, or which enables a person to play ih an authorized gambling activity.

Gifts prohibited -- Exceptions.

(1) Gifts are items licensees give away to its customers and are hot connected to gambling activities regulated by
the commission. Licensees shall not offer gifts in conjunction with gambling activities, with the following exceptions:



(a) Promotions are allowed as authorized by WAC 230-12-045;

(b) Transportation services provided to and from gambling activities;

(c) Free or discounted food, drink or merchandise may be provided under the following conditions:
(i) The actual cost of any individual item may not exceed five huridred dollars;

(il) The merchandise shall not be traded back to the licensee for cash or be used to further participate in an
authorized gambling activity;

(d) For each individual gift with an actual cost over one hundred bollars, charitable and nonprofit organizations
shall prepare and maintain a written record with the following information:

(i) How the recipients of the gifts were selected;
(ii) The number of gifts awarded; and

(i) The total cost of each gift given.
Credit and loans prohibited -~ Exceptions.

(2) The consideration required to participate in the gambling activity shall be collected in full, by cash, check, gift
certificate, gift card, or electronic point-of-sale bank transfer, prior ta participation, with the following exceptions:

Punch boardslpull-tabs.

(a) The consideration paid for the opportunity to play a punch board or pull-tab series may be collected
immediately after the play is completed only when such consideration is ten dollars or less;

Charitablelnonprofit organization's billing system for members.

(b) When a bona fide charitable or bona fide nonprofit organization conducting any of the activities authorized by
chapter 9.46 RCW or commission rules has a regular billing systemfor all of the activities of its members with such
organization, such billing system may be utilized in connection with the playing of any of the activities authorized
hereunder if:

(i) The playing of such activity is limited to regular members of such organization who have become regular
members prior to the commencement of such activity and whose qualifications for membership were not dependent
upon, or in any way related to, the playing of such activity; and

(i) The director has given prior written consent to the use of such billing system in connection with the conduct of
activities authorized under these rules.

Raffle tickets purchased with credit cards.

(c) Charitable or nonprofit organizations utilizing credit cards, isyued by a state and/or federally regulated financial
institution, for payment to participate in raffles.

[Statutory Authority: RCW 9.46.070. 03-21-065 (Order 425), § 230-12-050, tiled 10/13/03, effective 111104; 02-11-084 (Order 413), § 230-12-
050, filed §/16/02, effective 7/1/02; 00-09-052 (Order 383), § 230-12-050, filed 4/114/00, effective 5/15/00; 00-07-140 (Order 381), § 230-12-
050, filed 3/22/00, effective 7/1/00. Statutory Authority: RCW 9.46.070, 9.46.0209, 9.46.0237, 9.46.0205 and 9.46.075. 96-24-008 (Order




303), § 230-12-050, filed 11/21/96, effective 12/22/96. Statutory Authority: RCW 9.46.070. 94-13-099 (Order 253), § 230-12-050, filed
6/15/94, effective 7/16/94. Statutory Authority: RCW 9.46.070 (11), (14) and 9.46.0218 [9.46.0281]. 89-05-024 (Order 186), § 230-12-050,
filed 2/13/89; Order 51, § 230-12-050, filed 4/30/76; Order 15, § 230-12-050, filed 4/17/74; Order 5, § 230-12-050, filed 12/19/73.]




Positive Points of Cash Card Technology
(Rebuttal to Day Briefing Materials)

e (Cash card technology is common, and is not novel to gaming.

A survey released by ValueLink, which creates gift cards for companies, estimated that in 12
months, 64 percent of American adults (139 million people) either bought or received a gift
card, up from just 37 percent in 2002.

See dso attached article from the National Restaurant Association.

Cash card technology is regulated under state law, and is referred to as stored value cards.
RCW 19.240. Stored valuecardsretain their value and any value below five dollars must be
redeemed by the vendor. RCW 19.240.020(3). Stored value cards are exempt from the
Uniform Money Services Act of 2003, astate law that addresses money laundering passed
after the federal Bank Secrecy Act. RCW 19.230.020. The market manages the risk of
money laundering. The monetary value consumers are willing to invest with any one
particular vendor resultsinlow card values. Consumei-s are not buying cash cards valued at
hundreds of dollars.

Of significance, the cash card technol ogy proposed to date works with low tier winners only.
A winning pull-tab of more than $20.00 could not be recognized on a cash card because the
cashier is required under current rulesto mark off the flare. The ability to accumulate
multiple $19.99 winson one card is remote given the simple statistical odds of pull-tab
gaming with low tier winners. A player committing the time and resources to achieve
multiple low tier winnersin one day would draw the undesirabl e attention of the casino
owner, who could opt to report the unusual activity. Furthermore, the casino would expect
the player to purchase food, beverages or other merchandisefrom the cash card. The casinos
would not be cashing in the card for currency until the balance fell below $5.00.

The Gambling Commission has been regulating cash card technology since 1998 when it
negotiated and approved Appendix X. ClassIII equipment relies upon the accounting
systems approved by the Commission staff. Section 2.3 defines " el ectronic accounting
system™ as"A computer system that provides a secure meansto receive, store and access
data and record critical functionsand activities, as set forth in Section 7.0.” Section 7.0 sets
forth eight separate sectionsthat in essence require the system to generate certain reports for
various games, retain specified data, and take some specific security precautions.

In addition to Class 111 gaming, cash card technology is utilized with Class II gaming
equipment, typically characterized as'* technological aids"” to legal gambling such as bingo
and pull-tabs. The useof cash card technology that credits winningsto the card has been
approved by the National Indian Gaming Commission, and its use with electronic gaming
equipment does not transform the equipment into an iliegal gambling device under the
Johnson Act/Gambling Device Act. If the Gambling Commissiondetermines use of cash
card technology makes the equipment a prohibited gambling device under state law then the
ClassI gaming equipment on Indian Landsis also prohibited.
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The Commission has no authority or legal justification to contradict the federal definition of
Gambling Device.

e Cash dternatives are routinely accepted for gaming.
WA C 230-40-552 permits use of vouchers for table games.

Staff has authorized use of chips asa'*cash equivalent” for purposes of cashing out pull-tab
winnings. See, internal memo attached hereto.

Staff has authorized use of cash cards with pull-tabs. See, internal memos regarding the
Buzz Inn.

Gift certificates are used to redeem winnings on pull-tabs. See attached Field Operation Rule
Interpretation.

Pull-tabs are used to purchase pull-tabs and credit winners. “Put-back™: See attached
testimony of Dallas Bumnett.

Theimportant consideration is that cash or a cash equivalent is used, rather than credit. Cash
card technology does not cause involve credit.

e Accounting systems areinherent to the cash card technology. The Commission Staff
have the discretion to ask for certain reports or retention of datafor their examination and
records. The technology provides opportunity to staff to improve security and regulatory
control. Cash card technology would provide more efficient regulatory oversight, rather
than additional oversight. Appropriate regulation is already mandated under the law, but
is not currently achieved given limitations on keeping track of the pull-tab activity.

WAC 230-30-050 WAC 230-08-025.

o |If thefederal Bank Secrecy Act is applicable to transactions involving cash cards, then
the applicable reporting requirement is an affirmative regulatory control that would
benefit the Commission's security goals. Staffs concems regarding possible criminal
activity with cash card technology is inconsistent with its own rule proposal. Money
laundering is easier under the g&f's  proposed rule that would allow use of cash cards to
participatein gambling, but not to credit wins. Obviously once the cash is transferred to
the card, the money is laundered when the gambling winnings are redeemed, which under
the staff rule proposal would occur without any record. A player would buy a cash card,
gamblethe value of the card, and collect winnings in clean cash. If winnings were
credited to a cash card there would be arecord of it, and the customer would be expected
to redeem the cash value of the card in merchandige. A customer would be reluctant to
put high valueson acard. Any vendor offering high value cards for low stakes gaming
should be held accountable and the record would exist to enforceit. At tribal venues the
script system is far more susceptible to money laundering; however it isreadily available
to the public, with apparently no concerns as the technology is regulated by the
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Commission Staff. Questions regarding taxation, reporting, and accountability should be
compared to current systems that lack the available accountability inherent to cash card
technology. The materials presented do not include a comparative anaysis.

e Theobjection that customerswould spend more mdney on gambling with cash card
technology is offered without any supporting documentation of any kind. However, if
the propositionis correct, why should the Gambling Commission staff oppose profitable
legal gaming? Legal gaming should be successful; otherwise thereisno basis to alow
the gaming whatsoever. Absent innovations and improvement, the value of gaming as a
commercial stimulant isjeopardized. Such aposition directly contravenes the policy
precedentsset forth in the gambling statutes.

e SectionII of Attachment "A" page 3 of 6 from the Commission Staffs brief setsforth a
novel criterionfor determining whether equipmenti s agambling device, which is not
contained in thelaw. Apparently the question presented was'*Whether the mechanism of
placing cash prizes (as presented in the petition) from gambling activities on a gift card[s]
createsagambling device pursuant to RCW 9.46.0241? The answer given wasit
depends upon whether the mechanismis an ** automatic process.” No law iscited for this
proposition.

e Therecordin the ZDI Gaming, Inc. matter should be considered and reviewed in its
entirety prior to taking any action that would suggest the Commission believes cash card
technology makes approved equipment agambling device. Omitted from the analysis
received is the federal position with respect to Class II equipment and the NIGC analysis
of "technological aids” to approved gaming. The federal government has already
permitted the use of cash card technology with equipment similar to the ZDI submittal,
and has determined such equipment is not a “gambling device™ under the federal
definition. Thereis no policy basisto interpret the state definition as distinct fi-om the
federal definition. Also omitted isany factual summary describing the fact that more
than athousand such devices operate aready in this state. The staffs expert on
technology, Mr. Dallas Bumnett, acknowledgesthe benefits of cash card technology and
contends the ZDI proposal does not present arisk of an expansion of gambling. See
attached testimony of Dallas Burnett.
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May 23, 2005 --

Electronic gift and spending cards are quickly
becoming a popular payment method and guest-
retention tool in restaurants.

Ten years ago, "the purpose [of electronic gift cards]
was simply to replace gift certificates" that are easily
lost, stolen or damaged, said NRA Show education-
session panelist, Karen Larsen, vice president of
global marketing and business development for
electronic spending-card-mzker Valuelink, a First
Data company.

Today, Larsen said, gift and spending cards are
becoming more of a way of life. An estimated 70
percent of American adults have used an electronic
gift card, she said. And as more quickservice
restaurants begin offering credit- and debit-card
payment options, customers are becoming more
acquainted with using plastic in restzurents of all types
on a regular basis

Session panelists said they're also seeing more
people using spending. or stored-value, cards. People
can add money to these, and use them in lieu of credit
cards or cash.

Larsen spoke during a Sunday session at the National
Restaurant Association Restaurant, Hotel-Motel Show
titled "Value of Growth of Gift/Spending Cards in the Food Service/Restaurant Industry."

Food and beverage giants such as Chipotle and Starbucks offer re-loadable spending cards, for
customers who value speedy service and want to avoid tradirig dollars for change. Larsen said And
because the price is going down, investing in spending cards is becoming more feasible for smaller
operations, she added.

From the restaurateur's end, customers using gift or spending cards may end up spending more over
time. "When someone gets a card for themselves, it is not uncommon for them to reload it," Larsen said

Chipotle's Joe Strupp, who joined Larsen for the panel said the use of cards in his company's 440
stores has "gone gangbusters ... the gifl-card program has bgen extremely [popular].” he said.

Adam De Malignon, sales director for Salt Lake City-based Gjft Card Solutions, said today's gift card
programs can also help operators capture more daia through loyalty initiatives. The electronic card
maker, whose clients include Applebees and Auntie Anne's, says his company helps restaurants set up
"point systems" and demographic databases for repeat customers.

"There's huge marketing potential with ihe loyalty program,” he said. -- by Marisa Torrieri
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reg Thomas

rom: Dallas Burnett
Friday, July 22,2005 10:07 AM

o Amy Blume Hunter
ubject; *r* Opinion Requested (CLD) **=**=*

story:
zz inn steakhouse a pull tab licensee, has a gift cash card that is available for their patrons. Patrons can buy drinks,

»d or other products or consumables with this card or cash in thiscard for cash. They havein the past allowed
-chase of tabs on this card.

rrent application:
rrently we have a submission in the lab, which isa pull tab dispenser/reader. The manufacturer has integrated a gift

-d/cash system which allows credits to be displayed on the terminal and accumulated or subtracted from the card.
inning tickets under $20.00 are accepted by the machine, combinations displayed and the patron card account is
.dited the value of thewinning tabs. Furthermore, winning tickets over the $20.00 win require the operator to
eract with theterminal and record information required on the winning tab before crediting the patrons gift cash

-d.

yplicable statutes:
AC 230-12-050 (2)
AC 230-30-070 (1)

irrent practices:
e ave alowed in the past, gift cardsto be used in purchasing pull tabs.

leyinterpret a gift cash card as a cash equivalent.
ey have allowed for winning tabs to be credited back on the card acc¢ount.
rey interpret agift cash card as a cash equivalent.

lestions:
1. Can adevice be used to pay the player for winning tabs?
a. Canadevice pay by crediting a gift cash card?
2. Can adevice be played using a credit gift card?
3. Can the same device, which dispenses the pull tab and displays a pull tab, cash awinning ticket?

ET Opinion:
1. There are no restrictions for this function in statute and the team does not believe it would be an expansion of

gambling. It still requires operator interaction for winning tabs over $20.00.
a If weinterpret this as a cash equivalent.

2. If weaccept it already.
3. Sameasl.

allas Burnett, CCIA
dministrator, Electronic Gambling Lab

’ashington State Gambling Commission
rotes’ 1blic by ensuring that gambling islegal and honest"

60, 5-3503

Exhibit 18, page 8
(Deposition Exhibit 7_'_)/



WASHINGTON STATE
GAMBLING COMMISSION

Field Operation Rule Interpretation

Question. May an operator use gifi certificatesto their establishment on a
mer chandise px!/! tab game? Yes. However, the will not be included in the
calculation for_purposes ofthe 60% payout requirement.

CITE: WAC 230-30-080 — Punchboard and pulil-tab series restrictions — Prizes,
si ze of game and location of winners

SUMMARY

"Issue:

Licensees want to be able to issue gift certificates as prizes on pull tab games. Theissueis how to calculate the

"% minimum payout requirement. Therule alows for licenseesto offer merchandise prizes. When calculating

_.~< possible 60% payout requirement, the operator uses the amount actually paid by the operator plus 50%. But
when issuing gift certificates to their own establishment, thereisno way to know what the cost is to thelicensee

until the certificate is redeemed.
Reasoning:

WA C 230-30-080 saysin part, “.. .total merchandise prizes shall be computed a the amount actually paid by
the licensed operator plusfifty percent of that actual cost...”. Since the actual cost of the certificates cannot be
determined a the time the game is placed out for play, the value of the certificates cannot be used in the 60%
payout calculation.

Although it may seem reasonable, thereis no basisin therule to allow the operator to use the face-value of the
gift certificatesin the 60% payout calculation.

Decision:
Gift certificates from a licensee's own establishment may be used as add-on prizes for a' happy hour” pull tab

game as described in WAC 230-30-106(7). These gift certificatesmay also be used as merchandise prizes for
pull tab gamesbut will not be used in the 60% payout calculation.

proved: L/Lz‘(ﬂ/(/(/)(‘ @O Date: r] [Q—} /OS-‘
- Cally Cass, Adsistant Director / {
Washington State Gambling Commission

Exhibit 19, page 21
(Deposition Exhibit Z))Q
¥
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From: Susan Blanchett
Sent: Monday, February 07,2005 11:23 AM
To: Lisa Saila
Jeannette Sugai; Paul Swortz; Roger Sauve; Sonja Dolson
-, dect: Casino chips awarded as P/T prizes?

Thanks for looking into this Lisa. We'll go ahead and tell the licensee they can do this (Roger may have to work with
them on the cage "paid out? procedures for the chips).

Thanks again,

Susan B.

From: Lisa Saila

St Monday, February 07, 2005 11:16 AM
To: S w n Blanchett i
Subject: FW: Casino chips awarded as P/T prizes?
Susan:

Please read Gary response below. It sounds like this has already been authorized. | have only heard back from one PM,
so you can allow the licensee to do it or wait. They have already approved it in the East.

Thanks,
Lisa
Fom Gary Drumheller
Sent : Monday, February 07, 2005 10:56 AM
To: Lisa Saila
“ect: RE: Casino chips awarded as P/T prizes?

1nisissue just came up the other day over here so | had to ask Bill if he wrote this and he said it wasn't him. Anyway, we
discussed this exact issue and felt that it is ok as long as the PT area caln account for the chips and set up some type of
procedure. We looked at this as being no different then cash. We did not think this qualified 2s a merchandise board
since the chips actually have a cash face value already, so it can not be converted to meet our merchandise rule.

Hopefully | answered all the questions!

Gary

---——0Original Message-----

From: Lisa Saila

Sent: Monday, February 07, 2005 8:52 AM

To: Greg Thomas; Gary Drurnheller; Paul Swortz
Cc: Cally Cass

Subject: FW: Casino chips awarded as P/T prizes?

I have received an inquiry from a supervisor. Please read the etmail below and let me know if you think we should
allow this. Please get your response to me by 2111105. The chips would be valued as cash with no mark up as
mentioned below.

Have you come across anyone wanting to offer casino chips as prizes on a P/T game. The licensee was talking
about treating it like a merchandise board, but I think we'd encotinter some problems with valuing the chips [the
actual cost x 7.5, versus the face value).

(Deposition Exhibit 10) !

L~
- - - Exhibit19;page 561 77 5



Could the chips be treated as a "cash equivalent” and handled that way? Also; the winner would have the option,
upon winning the chips, to either gamble with them or cash them out at the cage. (thelicensee would have to
vork out some cage procedures for their chip reconciliations, but we can cross that bridge later, after we
determined if they can do this).

I know you've allowed the "recreational chips" to be awarded as prizes, but this is a little different from that.

T - Tt TTm T o - “_'EthbTr‘lQ“_ﬁ'a@'é-ss_z“ o ";""
(Deposition Exhibit 10)
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DALLAS BURNETT - Cross)

| think three. Four if you include Bullseye.

| f you include what?

Bul | seye. Wiich is a dispensing sports card gane.

That was a ganbling device?

That was. That was a ganbling device.

And you don't have any kind of belief that this is a huge
exponenti al expansion of ganbling with this cash card

t echnol ogy?

No, | don't think it's a huge expansion of ganbling, | really
don't.

Did you understand when you were reviewi ng this equipnent
that put back in occurs frequently? Do you even know what

t hat neans?

Put back in? Probably that they reinbursed the tabs, w nning
tabs with nore purchases, probably.

More tabs?

Yeah. And there's certain rules and requirenents regarding
the extension - | think it's probably around the extension of
credits WAC. And |'mjust - you'vegot to - |I'mjust
remenbering sonething that |'ve actually seen in there, but
there are certain denom natidns that you can actually - and I
think it's nore associated with pull-tabs - or punch boards,
excuse nme, where you can punch a nunber of tabs for an
extension of credit or something |ike that.

So like - the Ganbling Commission does treat the wi nners

211
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DALLAS BURNETT - Cross

di fferent than sonmething major --

| think up to a certain value. But obviously'theydon't do
face over $20 on the flare.

You recogni ze that there's sonme beneficial security

advant ages, | think we tal ked about the cash card, but even
the technol ogy itself, having the equi pnent?

Any advancenents in technol ogy happen to make - or either
expands the activity or increases the ability to investigate
the activity. Log files. | nmean, who would envision - let's
say the card dealing table that they have or card facsimle
table, when it deals out card$ to do an investigation, you'd
normal Iy have to go through security canmeras. Well, that's a
technol ogy. Every advancenent of technology. Now, if it's
the electronic facsimle, | can go to the files on ny
conputer systemand pull them up and know where the cards
were, you know, so that, yeah, any kind of advancenents that
you make in any type of activity is going to create
opportunity to regulate the activity higher or better.

And that's your purpose; right?

That' s one of ny purposes, yes, it is.

And that is what this upgrade by ZDI could do?

You know what, it's a battle within nyself over the activity.
If it wasn't - like | said, if the statute had read sonething
differently, I would have | ooked at it differently and

recommended differently.

CAPI TOL PACI FI C REPORTING (360) 352-2054
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DALLAS BURNETT - Cross

Because you don't have any fundanental inherent problem you
actual ly see sone advantages to it?
Sure. But | see advantages in a lot of fornms of ganbling; |
mean, it doesn't make it right or wong.
The CET teamdidn't really get into a discussion about the
val ue of pull-tab gam ng and innovation in that arena as it
pertains to the RCWthat approves it as a commerci al
stimulant, didit?
No. No, we didn't even | ook at the RCW
It looked to me like in the dbcunments that were produced at
the time of your deposition that you actually opined
initially and sent out an e-mail indicating that the
equi val ent was approved, for approval ?

JUDGE GORRELL: And what are we | ooking at so that
the record is clear? Exhibit 19, page eight. Okay.
And let ne just reference it here. This is an e-mail from
you to Any Bl une-Hunter (phonetic) instructing that there are

no restrictions for this function in the statute. The team

does not believe it would be an expansion of ganmbling. It
still requires operator interaction for w nning tabs over
$20°?

That is right. That was on - you' ve got to remenber that
when we go ahead and we started | ooking at the device, the
first thing that we did was say okay, let's make sure that we

cover ourselves and send it teo CLD. But that was upon the
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CAPI TOL PACI FI C REPORTI NG (360) 352-2054




05/01/2006 ©¢9:02 FAX 3605866563 @003/022

MAILED

MAY -1 2006

STATE OF WASHINGTON YMPIA
WASHINGTON STATE GAMBLING COMMISSION ou OnH

In the Matter of the Petition for a Docket N0. 2005-GMB-0041
Declaratory Order by:
WSGC No. 2005-01838
ZDI GAMING, INC,,
INITIAL DECLARATORY ORDER

Petitioner.

STATEMENT OF THE CASE

This is an adjudicative proceeding instituted at the request of ZDI Gaming
Incorporated (Petitioner), for a Declaratory Order pursuant to RCW 34.05.240, and
WAC 230-50-850. The Petitioner filed its request foria Declaratory Order with the
Washington State Gambling Commission (Commission) on or about September 19,
2005. By order dated October 14, 2005, the Commission referred this matter to the
Office of Administrative Hearings for an administrative proceeding to develop the .
record.

Administrative Law Judge F. Neil Gorrell held an administrative hearing on
December 1,2005, at the Washington State Gambling Commission (Commission),
4565 7th Avenue SE, Lacey, Washington. At the hearing the Commission Staff (Staff)
was represented by Assistant Attorney General PaulGoulding. The Licensee was
represented by Joan Mell, Attorney at Law.

Exhibits* 1-20 were offered by the Petitioner int the cour se of the hearing.

Exhibits A-B were offered by the Staff in the course of the hearing.

' A comprehensive Exhibit List delineating which exhibits/ were admitted, excluded, and
withdrawn is attached to this decision as Appendix A.

ZDi Gaming. Inc. Docket No. 2005-GMB-0141
INITIAL DECLARATORY ORDER - PAGE 1
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On March 17, 2006, the Petitioner filed a Motion to Supplement the Record with
the Office of Administrative Heari ngs. The hearing record was reopened, and a
prehearing conference was convened before the undersigned on March 20,2006.
Following the conference, Exhibit 21, cansisting of 26 pages, was admitted into the
record. The record again closed by stipulation of counsel on March 21,2006.

The issues for determination in this /nitial Declaratory Order are as follows:

1) Is the Petitioner entitled to relief in the form of a Declaratory Order as
outlined in WAC 230-50-850 et. seq?

2) Is the Petitioner's VIP pull-tab dispenser’ a "gambling device" as
defined in RCW 9.46.0241(1)?

3) Is the Petitioner's VIP pull-tab dispenser in violation of any of the
Commission’s other rules which apply to pull-tab devices?

The Petitioner requested attorney fees and casts in the administrative
proceeding pursuant to the Equal Access to Justice Act, as codifiedin RCW 4.84.340
et seq. As the Act applies only to judicial review of agency action, the request is
premature. RCW 4.84.340; RCW 4.84.350. This argument, however, is explicitly
preserved for review.

FINDINGS OF FACT

1. Jay Gerow is one of three family owners of ZDI Gaming Incorporated, a

gaming supply distributorship licensed by the Commission. The company has been in

business for 23 years, and Mr. Gerow has 25 years total experience in the gaming

Specifically at issue in this matter is ZDI's VIP (Video Interactive Play) version 3.04. All
referencesin this order to the VIP machine, unless specifically delineated otherwise, refer to
version 3.04, as set up and demonstrated at the hearing on December 1,2005. See Exhibits
1,4, A.

201 Gaming. Ine. Docket No. 2005-GMB-0141
INITIAL DECLARATORY ORDER - PAGE 2
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industry. ZDt supplies pull-tabs, bingo supplies, casino supplies, and “just about
anything to do with the gambling industry in the state iof Washington." RP 88.% Mr.
Gerow has been involved with pull-tabs and their associated supplies since
approximately 1989.

2. Pull-tabs predate the legalization of gambling in Washington State in
1973. While there are several variations, a standard pull-tab consists of a paper ticket
with one or a series of “windows” which conceal numbers or symbols.* Pull-tabs are an
economic stimulant primarily utilized in restaurants. bars, facilities such as bowling
alleys, and by charities. The tabs are maintainedin a dispensing device, or behind the
bar in an open bin called a "punch bowl."

3. After purchasing a pull-tab, the player opens one of the windows to reveal
the symbols below to determine if the ticket is a winner. For a given pull-tab game,
there are a predetermined number of winning tabs, A sheet called a flare designates
the number of winning tickets, and is required to specifically list all available prizes
which exceed $20. See WAC 230-30-106(4).

4. The economic vitality of pull-tabs reached its height in the 1980's, and has
since been in decline. The decline is attributed in large part to competing new forms of

gambling, including mini casinos and the expansion of tribal gaming.

? Citations to the administrative record are to RP, or "Report of Proceedings.”

* See WAC 230-02-260, which defines a "pull-tab"as a $!ngle folded or banded ticket or card,
the face of which s initially covered or otherwise hidden ffom view to conceal a number, symbol
or set of symboals, a few of which numbers or symbols o#! of every set of pull-tabs have been
designated in advance and at random as prize winners, When, for the opportunity to obtain each
such folded or banded ticket or card, view the numbers ot symbols thereon and possibly obtain
a prize winning pull-tab, a person pays some consideratian to an operator.

ZDI Gaming. Inc. Docket No. 2005-GMB-0041
INITIAL DECLARATORY ORDER - PAGE 3
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5. In addition to purchasing pull-tabs directly from an employee of the
establishment, pull-tab dispensing equipment has been authorized by the Commission.
The first attempts utilized equipment initially designed to vend postage stamps. Over
time, this equipment has been gradually refined.

6. In an dfat to make pull-tabs more appealing to customers, manufacturers
have developed dispensing equipment with entertainment features. The first serious
effortin this regard was the Gold Crown Machine, first approved by the Commissionin
1997. Thie equipment displayed the results of the pull-tab in a video format loosely
resembling that of electronic slot machines.

7. The first version of Petitioner's VIP (Video Interactive Play) equipment
incorporated a pull-tab dispenser and a pull-tab reader. The equipmentis an
electronically powered stand-alone device featuring & pull-tab dispenser, a video
monitor display scr een, and a currency/bill acceptor, All of these features are housed in
an attractive locking cabinet. See Exhibits 1, 2, 10.% /Inside, the cabinet houses a
number of electronic devices that govern the machine's operation, including various
programmable computer circuit boards which generate the video display and track such
items as credits remaining. Id.

8. The VIP display is intentionally designed to emulate a video slot machine.
Exhibits 1, 2 Although the machine contains no drums or spinning reels, the video

display contains rows of "spinning" pictures and simulates the play of a slot machine

¥ Exhibit 1 depicts the equipment as set up in the hearing room. Machine number one (on the
left) is the upgraded. unapproved verson. Machine number two is the currently approved
version of the equipment. Exhibit 2 consists of a PowerPoint series of photographs depicting
use of the equipment. Exhibit 10 consists of a narrative oft he same operation.

ZDt Gaming, tnc. Docket Nb. 2005-GMB-0041
INITIAL OECLARATORY ORDER - PAGE 4
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that would typically be found in a casino. The "reels" contain pictures and various
charactersthat align in winning or losing combinations determined by the bar code on
the inside of the paper pull-tab. In addition to appearing like a slot machine, the VIP
also emits the "attractor” sounds associated with casinos.

9. To utilize the original VIP equipment, a player inserted currency and
pressed a button to dispense the pull-tab. The player would then open the paper pull-
tab, and either utilize the reader (along with its dot machine effects), read the inside of
the ticket for him or herself,% or take the pull-tab to an employee for verification and
payment. This version of the VIP was approved by Executive Director Rick Day on
June 10,2002, Exhibit 19, p. 10.7

10. The VIP version 3.04 at issue in this proceeding operates in an identical
fashion as the previous version, but incorporates a cash card acceptor. Inthe new
version, a player may elect to use cash, or obtain a eash card from the establishment.
Inserting a card displays the credit on that card, and allows the player to hit the
dispense button.

11.  Forwinning pull-tabs of $20 or less, the VIP equipment credits the
winnings directly to the inserted cash card as a credit, and retains the winning pull-tab.
For winning pull-tabs in excess of $20, the player is directed by the equipment to seek

payment from an employee. If a player stops playing the game before all credit on the

While it is relatively easy to determine if a given puli-ta yis a winner based on the additional
code on the ticket, determining the amount of the win requires a fair degree of sophistication
and familiarity with the game. See Exhibit 11, p. 2 (loser) compared with p. 3 (winner).

T This exhibit was initially offered as Exhibit 19, p. 659.

ZDi Gaming, Inc. Docket \D. 2005-GMB-01149
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cash card is extinguished, the remaining credit can be applied toward food, drinks,
merchandise, or simply turned back in for cash.

12. The odds of winning for any individual player do not change from the use
of a cash card. There are no monetary bonuses for utilizing a cash card. There is N0
fee associated with use of t he cash card.

13.  Mr. Gerow credibly testified that he has spent hundreds of hours, and
almost a year, developing the VIP equipment. He has also spent countless hours trying
to work with the Commission Staff toward approval.

14.  William Tackitt is the Chief Executive Officer of 15 entities located in
Washington doing business as the Buzz Inn Steakhause. Exhibit 18. Mr. Tackitt has
utilized cash cards in his business, which in part led Mr, Gerow to develop the most
recent version of the VIP.

15. The Buzz Inn utilizes a point of sale purchase card good on everythingin
the restaurant. A Commission Agent in the Spokane Field Office informally approved
the point of sale card for the purchase of pull-tabs. exhibit 18. The cards work much
as described for the new VIP, and are depicted in pi¢tures in Exhibit 3. The distinction
is that while a customer purchases the pull-tabs with a cash card, the sale must be
through an employee of the restaurant. Mr. Tackitt Has never received formal
permission from the Commission as a whole. When first informally approved,
Commission Agents allowed winnings to be creditedback to the card directly.
Following the filing of the Petition in this matter, however, the agents require that
customers first convert the winnings to cash. The customer is then free to hand the
cash back to the employee to credit to the card. Exhibit 18, pp. 6-8.

ZD) Gaming, Ing, Docket NO. 2005-GMB-0141
INITIAL DECLARATORY ORDER =~ PAGE 43



05/01/2006 09:03 FAX 3605866563 @009/022

16.  Mr. Tackittis aware of no Commission rule or statute which would
authorize his current use of the cards. Further, he has never been authorized to use a
cash card to purchase pull-tabs through a machine ar device, primarily because such a
device does not yet exist.

17.  Frank Miller testified on behalf of the Petitioner. Mr. Miller has over 20
years experience in the gambling industry, includingpositions as both Deputy Director
and Director of the Commission. Mr Miller has practiced law in private practice with an
emphasis in gambling issues since he left the Commiission in 1997.

18.  Mr. Miller reviewed the Petitioner's request, along with specifications of
the VIP machine. In short, Mr. Miller believes that the new device will make pull-tabs
more attractive to players, while enhancing regulatory control.

19.  Dallas Bumettis Administrator for the Electronic Gambling Lab at the
Commission. He is responsible for all activities within the lab, and has worked for the
Commission for 16 years. Mr. Bumett has worked extensively with electronic gambling
devices for the six years he has run the lab.

20.  When first developing the idea for the VIP, Mr. Gerow spoke with M.
Bumett. At the time, Mr. Bumett gave his "initial feelings” of the equipment, and was
optimistic regarding approval. RP 170-172. Mr. Burnett credibly testified, however, that
in this initial discussion it was not made clear that the equipment would credit a player's
winnings of $20 or less directly on the card. Inany $vent, M. Bumett testified that it is
not the role of the gambling lab to approve or reject new electronic gambling devices.

21. At Mr. Burnett's suggestion, the Petitioner formally applied with the
Commission for approval of the new VIP equipmenton April I ,2005. Exhibits 4, A

ZDI Gaming, Inc. Docket Na. 2005-GMB-N041
INITIAL DECLARATORY ORDER - PAGE 7
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The application was placed in the queue of the Gambling Equipment Team (GET team)
for processing. The GET team consists of Mr. Burnett, along with a supervisor from the
tribal regulatory team, and from field operations.

22.  On August 15, 2005, David Trujillo, Assistant Director of the Licensing
Operations Division, formally denied the Petitioner's application by letter. Exhibit B.

23.  From the foregoing Findings of Fact, the following Conclusions of Law are

entered:
CONCLUSIONS OF LAW

1 The undersigned Administrative Law Judge has jurisdiction over the
parties involved and the issues decided herein pursuant to WAC 230-50-850(1) as well
as RCW 34.05.240(1).

2. When the Washington State Legislature adopted the Gambling Act of
1973, it declared that “the public policy of the state of Washington on gambling is to
keep the criminal element out of gambling and to promote the social welfare af the
people by limiting the nature and scope of gambling activities and by strict regulation
and control,” The declaration concludes by stating that "[a]ll factors incident to the
activities authorized in this chapter shall be closely ¢ontrolled, and the provisions of this
chapter shall be liberally construed to achieve such end.” RCW 9.46.010.
|s a Declaratory Order Appropriate?

3. The firstissue is whether the Petitioner is entitled to relief in the form of a
Declaratory Order. WAC 230-50-850 provides the requirements to obtain-a Declaratory
Order:

(1) Any person may petition the commiseion for a declaratory order with

ZD! Gaming, Inc. Docket ND. 2008-GMB-0041
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respect to the applicability to specified circumstances of a rule, order, or
statute enforceable by the agency. The petitlion shall set forth facts and
reasons on which the petitioner relies to show:

(a) That uncertainty necessitating resolution exists;

(b) That there is actual controversy arising from the uncertaintysuch
that a declaratory order will not be merely an advisory option;

(c) That the uncertainty adversely affects the petitioner;

(d) That the adverse effect of uncertain* on the petitioner outweighs
any adverse effects on others or on the general public that may likely
arise from the order requested.

4. First, where a person submitting electranic equipment for approval
disagrees with the Director's decision, a petition for & declaratory order may be filed to
be heard de novo by an administrative law judge. WAC 230-12-318(5).

5. Even absent the explicit authority cited above, all four elements justifying
a Declaratory Order are presentin this case. The parties stipulated at hearing that
uncertainty exists regarding the use of cash cards in the fashion proposed by the VIP
equipment. Next, this case presents an actual controversy in the form of the
Petitioner's denied application for approval of the new VIP equipment. The time and
expense of working toward approval, along with the legitimate threet that any
equipment placed in service without approval is subject to immediate seizure adversely
affects the Petitioner. Finally, the adverse effect on the Petitioner does outweigh the
adverse effect on others from this decision. In short, it is appropriate to enter a
Declaratory Order.

Is the WP Machine an lilegal Gambling Device?

6. The term "gambling device" is defined in RCW 9.46.0241 as follows:

ZDI Gaming, Inc. Docket No. 2005-GMB-0041
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"Gambling device," as used in this chapter, means:

(1) Any device or mechanism the operation of which a right to money,
credits, deposits or other things of value may be created, in return for
a consideration, as the result of the operation of an element of
chance, including, but not limited to slet machines, video pull-tabs,
video poker, and other electronic games of chance;

(2)  any device or mechanismwhich, when operated for a consideration,
does not return the same value or ihing of value for the same
consideration upon each operation thereof;

(3) anydevice, mechanism, furniture, fixture, construction or installation
designed primarily for use in connection with professional gambling;

and

(4) any sub_assembly or essential part designed or intend_ed for use in
connection with any such device, mechanism, furniture, fixture,
construction or installation.

7. Here, the parties have stipulated that anly the first definition is at issue in
this matter. To constitute an illegal gambling device under RCW 9.46.0241(1), three
elements must be present: a right to money, credit, or other thing of value (prize);
consideration; and an element of chance. The devige itself must incorporate all three
elements to fit within the definition.

8. The parties stipulate that consideration is present with the new version of
the VIP equipment. A player places currency, in the form of cash or a cash card, into
the equipment. In exchange, the player is entitled t¢ purchase individual pull-tabs, and
view the resultson the video screen. The equipment does not issue "free plays,” and
only ZD! pull-tabs may be utilized with the equipment.

9. Thereis an element of chance involved in all pull-tabs, including those

dispensed by the ZDI VIP equipment. |In any given Series of pull-tabs, only a

ZDI Gaming, Inc. Docket NO. 2005-GMB-0041
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predetermined number will pay a prize. The element of chance, however, derives from
the pull-tab, not from the dispenser or reader. The ZD! VIP equipment itself has no
more effect on the element of chance than a more traditional punch bowl does. The
equipment does not alter the order of the pull-tabs, or otherwise give the player any
advantage not present in dl ather forms of the game, In fact, the Commission has
already approved the previous version of the VIP, which has an identical dispensing
and reading mechanism,

10. Finallyis the element of prize. To constitute an illegal gambling device,
operation of the ZDI VIP equipment itself must create a right to money, credits, deposits
or other things of value. In interpreting any statutory provision, one must always begin
with the plain language of that provision. See e.g. Lacey Nursing Center, Inc. v.
Department of Revenue, 128 Wn.2d 40, 53, 905 P.2d 338 (1995). Where the language
is unambiguous, legislative intent is determined fromthe language alone. Waste
Managementv. WUTC, 123 Wn.2d 621,629,869 P.2d 1034 (1994). Further, when a
regulation contains an ambiguity, courts must give meaningful effect to the entire
regulation and not render any portion of it superfluous, but must also avoid absurd or
strained results. See Fray v. Spokane County, 134 Wn.2d 637,952 P.2d 601 (1998).

11. Saff has consistently argued that the ZDI VIP equipment “creates money
to add back to the gift card." Staff's Briefin Support of Closing Argument, p. 4. Itis,
however, the pull-tab which establishes the existence and amount of any prize, The
equipment merely reads the pull-tab (if requested to ido so by the player), and saves the

player the time required to walk up to an employee for a prize of $20 or | ess.

ZDI Gaming. Inc. Docket No. 2005-GMB-0041
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12. Reading the statute as a whole, "credits” is utilized as a noun, not a verb.
It is simply another example of "things of value." Thus, to meet the definition, operation
of the ZD! VIP equipment itself would need to create the right to a prize. Whether a
player decided to utilize the reader for the added entertainment value, took all of the
opened pull-tabs directly to employees of the establishment for analysis, or learned how
to read winning tickets for him or herself, the prize is solely created by the pull-tab. In
this instance, a slightly larger version of the same, standard, paper pull-tab in place and
approved all over the state.

13.  Inshort, the ZDI VIP equipment does not meet the definition of illegal
gambling device under the statute, and cannot be denied on this basis. The element of
chance and prize stem solely from the paper pull-tab@not the dispensing and reading
equipment.

Is Normal Operation of the ZDI VIP Equipment Equivalent to an Extension of
Credit?

14.  WAC 230-12-050 provides in relevant part:
Extension of credit, loans, @ gifts prohibited = Limited exception.
No licensee, member or employee thereof shall extend credit, make a loan,

or grant a gift to any person playing in an authorized gambling activity, or
which enables a personto play in an authorized gambling activity.

Credit and loans prohibited - Exceptions.

(2) The considerationrequiredto participateini'the gambling activity shall be
collected in full, by cash, check, or electroni¢ point-of-sale bank transfer,
prior to participation, with the following exceptions;

Punch boards/puli-tabs.

ZDi Gaming, Inc. Docket No. 2005-GMB-004 1
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(a) The considerationpaid for the oppartunity to play a punch board
a pull-tab senes may be collected immediately after the play is
completed only when such consideration is ten dollars or | €ss;

15.  Onits face, the ZDI VIP equipment allows the purchase of pull-tabs with a
cash card. As the regulation requires all pull-tabs to|be purchased with "cash, check, or
electronic point-of-sale bank transfer", a cash card must be equivalent to cash for the
equipment to comply with the rule. The term “cash” is not defined in either the
Commission's statute a regulations. Black's Law Dictionary defines cash as follows:

1. Money or its equivalent. 2. Currency Or ¢gins, negotiable checks, and
balances in bank accounts.

Blacks Law Dictionary, Seventh Edition (1899). The American Edition of the Oxford
Dictionary defines cash as "money in coins or bills, as distinct from checks or orders."
The Oxford Dictionary and Thesaurus, American Edition (1996).

16.  While the Oxford definition is more restrictive than the Black's definition,
what both share is the unifying idea of cash: it has the same value and is accepted
everywhere. A $10 billis legal currency in every store in every county of Washington.
Negotiable checks also have the same value and are accepted everywhere.®

17.  Thedifficulty with a cash card is that it's only valid at one location. Itis
impossible to take the cash card from the BU N Inn to a local Harley Davidson dealer

and purchase a new helmet. The cash card must be converted back into actual cash to

* The undersignednotes that some establishments do i ‘pose additional limitations on the use
of checks. As long as sufficientfunds exist in the account, however, the issuing bank will honor
the check at any establishment.
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be useful at any other location. Even ifthe cards do not expire, and the issuing
merchant S required to convert the remaining balance on a card to actual cash upon
request, cash cards are not cash because they require an additional step on the part of
the consumer to utilize in any other location.

18.  The Petitioner argues that the existence of the informal approval granted
to the Buzz Inn, along with a handful of similar exceptions, should somehow take
precedence over the language of t he regulation. There is no evidence in the record
that the Commission has ever officially authorized the use of a cash card for pull-tab
purchases.

19. The Petitioner also assert s that the cash cards pose no legitimate
regulatory threat because a related system is in use in tribal facilities. The tribal lottery
systems, as governed by compact, Appendix X, and various state and federal laws, are
entirely independent from the non-tribal pull-tabs at issue in this matter. As pointed out
by Frank Miller in his testimony, "regulatory controls for [tribal] systems are governed by
compacts, not administrative code provisions." RP 39.

20. The Petitioner asserts that the ZD! VIP equipment allows for better
regulatory control. This is in the form of a better audit trail, less handling of money,
better opportunity for automated reports, and less opportunity for employees to make
mistakes or outright steal from the system. The Petitioner also points out that cash
cards did not exist when the rule was written, and thie "evil* sought to be avoided by the
rule is a debt to the house for gambling. Such indebtedness Yo the house' is not likely
with the cash card system.

21.  While these may be legitimate arguments, and the cited rule could not

ZD1 Gaming, InC. Docket ND. 2005-GMB-0041
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have directly contemplated the use of cash cards, | must apply the regulation as written.
The Commission s free within their discretionto amend the rule to comply with their
current policy decisions, as appropriate. As currently written, however, the ZDI VIP
equipment violates this regulation.
Doessthe VIP Machine Inappropriately Award Prizes?

22.  WAC 230-30-070 provides in relevant part:

Control of prizes — Restrictions — Bonus prizes — Displaying —
Procedures for awarding.

Punch board and pull-tab prizes shall be closely controlled to ensure players
are not defrauded,

(1) All prizes from the operation of punch beards and pull-tabs shall be
awarded in cash or in merchandise.

23.  The ZDI VIP equipment violates this rule for the same reason it violates
WAC 230-12-050(2). While both the value and existence of the prize are determined
solely by the pull-tabitself, the equipment at issue automatically applies prizes of $20 or
less to the cash card. As noted above, a cash card is not cash. While it might be
tedious at best for a player to seek an employee for payment for every prize of as little
as a dollar, that is what the regulation requires.
Staffs Other Concerns

24.  WAC 230-30-050 provides in relevant part:

Punch board and pull-tab operating restrictions and dispensing limitations.

The followingoperatingrestrictionsand dispensing limitations applyto punch

boards and pull-tabs:
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(1) No person under the age of eighteen years and no person visibly
intoxicated or visibly under the influence of any narcotic, shall be allowed to
play or sell any punch board or pull-tab series. It shall be the responsibility
of both the licensee and the person physically operatingthe punch board or
pull-tab series to determine and ensure that no unauthorized person is
allowed to play ot sell.

LK

25. The use of any equipment to dispensea product, from cigarettes to
condoms to pull-tabs, removes some control. At hearing, the Staff preserved this
argument, but conceded that these concerns do not by themselves rise to a level which
would deny approval of the ZDI VIP equipment. In fact, the already approved version of
the VIP equipment, which merely lacks the card reader, would be subject to the same
concems. There appears to be nothing significant about the addition of the card reader
per se that would increase the risk of underage andlor intoxicated persons purchasing
pull-tabs.

INITIAL DECLARATORY ORDER

IT IS HEREBY DECLARED and ORDERED that under the law of the State of
Washington:

1. The Petitioner is entitled to relief in the form of a Declaratory Order as
outlined in WAC 230-50-850 et. seq.

2 The Petitioner's VIP version 3.04 equipment is not an illegal "gambling
device" as defined in RCW 8.46.0241(1).

3. The Petitioner's VIP version 3.04 equipmentis in violation of WAC 230-
12-050(2), and WAC 230-30-070(1).

4. The Commission was justiiid in denying approval for the equipment

ZDI Gaming, Inc. Docket No. 2005-GMB-0041
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based on violation of the above regulations, but has the inherent authority to revise the

rules to better comport with the modern realities of the industry if it elects to do so.

DATED at Olympia, Washington, on the date iof mailing.

F.Neil Gorrell
Administrative Law Judge
Office of Administrative Hearings

NOTICE TO PARTIES

Pursuant to the Washington State Gambling Commission Rules. WAC 230-50-
560, WAC 230-50-200 and WAC 230-50-210, you have twenty-three days fromthe
date this initial order was mailed to file an appeal of this order known as a "petition for
review". The petition for review should specify the parts of the initial order which you
disagree with and should refer to the evidence in the record that supports your position.
If you decide to petition for review, you must serve copies of your petition on all parties
or their representatives at the same time you file it with the Gambling Commission. If a
petition for review is not received by the Gambling Commission within 23 days of the
date this initial order was mailed, the Commission will automaticalty adopt this order,
and it will thereby become final.

Any party may file a written response to a petition for review, known as a reply. If
you wish to file a reply, it must be filed with the Commission within thirty days of the
date you are served with the petition. You must serve copies of the reply on all parties
or their representatives at the same time you file your reply.

Any party may file a cross appeal. Cross appeals must be filed with the
commission within ten days of the date when the petition for review was filed with the
Commission, pursuant to WAC 230-50-560 and WAC 230-50-210. If you wish to make
a Cross appeal, you must serve copies of the cross gppeal upon all other parties or their
representatives at the same time you file your cross appeal.

If a petition for review is timely filed with the ¢ommission, then at least a majority
of the Commission members shall review the petitian within one hundred and twenty
days after the petition is filed and render a final order.

ZDI Gaming, Inc. Docket No. 2005-GMB-0041
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This Initial Declaratory Order was mailed to:
PETITIONER:

ZDI Gaming, Inc.

2124 - 196th Street SW
Lynnwood, WA 98036
(by mail only)

PETITIONER REPRESENTATIVE:

Joan K. Mell, Attorney at Law

Law Offices of Miller, Quinlan & Auter, P.S., Inc.
1019 Regents Bivd, Suite 204

Fircrest, WA 98466

Telephone: (253)565-5019

FAX: (253) 564-5007

ASSISTANT ATTORNEY GENERAL.:

Paul O. Goulding, Assistant Attorney General
Office of the Attorney General

PO Box 40100

Olympia, WA 98504-0100

Telephone: (360) 664-0542

FAX (360) 664-0229

Washington State Gambling Commission
Communications and Legal Department
PO Box 42400

Olympia, WA 98504-2400

FAX (360) 486-3625

STATE OF WASHINGTON )
) SS.
COUNTY OF THURSTON )

I hereby certify that { have this day sewed a copy of this
document upon all parties of record in this proceeding by
mailing a copy thereof, properly addressed with postage
prepaid, to each party to the proceeding or his or her
attorney or authorized agent.

¥
Dated at Olympia, Washington, this _15__ day of _MMF__. 20086,

of Administrative Hearings
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APPENDIX A
EXHIBIT LIST

CASE NAME: In Re the Matter of the Petition of ZDI Gaming, Inc.

@ozi/0zz

W‘
Docket No(s): 2005-GMB-0041; CR 2005-01838
Hearing Date(s): 12/1/2005; 3/20/2006
EXHIBITS:
ibi inti ihi itted? | Offored
Eﬁ?n o Description of Exhibit yf“gﬁs Aamitie b;
1 Photographs of ZDI Equipment as set up in the 3 X Pet
hearing room on 12/1/2005
2 Hard copy of PowerPoint presentation depicting 5 X Pet
operation of equipment
3 Hard copy of PowerPoint presentation depicting 3 X Pet
currentuse of ¢ash cards for pull-tab gaming
4 Petitioner's application for approval of the VIP 4 X Pet
Version 3.04
S Meeting Minutes from the Gambling Commiission 10 X Pet
meeting of July 10 1997 (w/ audio tape)
6 AGO Opinion AGO 1999 No. 7 9 Pet
7 Meeting Minutes from the Gambling Commiission 8 Pet
meeting of October 14,2005
8 Commission Letter dated August 15,2005 2 X Pet
rejecting approval
9 Bio of witness Jay Papillon 1 w/D Pet
10 | Description of VIP equipment 3 X Pet
11 | Pull-tab examples from VIP equipment 3 X Pet
12 | Hard copy of PowerPoint presentation as 3 X Pet
demonstrative exhibit of amusement games
13 | Deposition of Dallas Burnett o 124 X Pet
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Exhibit Description of Exhibit e [ Admee? Ofored
14 | Deposition of Sonya Dolson 84 X Pet
18 | Deposition of Cathy Har vey 108 X Pet
16 | Deposition of Greg Thomas 82 X Pet
17 | Declarationof Frank Miler 9 X Pet
18 | Declaration of William D. Tackitt 8 X Pet
19 | Selected Deposition Exhibits and supplemental 10 X Pet

documents (reduced from the original submitted
Exhibit 19 by agreement of the parties)

20 | Exhibits regarding Attorneys Fees and Costs n/a WID Pet

21 | Materials Pursuant to Petitioner's Motion to 26 X Pet
Supplement the Record

A Petitioner's application for approval of the VIP 4 X GMB
Version 3.04

B Commission Letter dated August 15, 2005 2 X GMB
rejecting approval

Note = Exhibit 19, as initially submitted, is included fdr the official record. Of the tatd
804 pages initially proposed, only the 10 pages in Exhibit 19 were admitted.’

' By agreementof the parties, Exhibit 19, pp. 8; 21; 83-85: 561-562; 583-584; 659 were admitted.
Exhibit 19. p. 22 was explicitly excluded from the record.



Rules Up For Final Action

Proposed Amendment to
WAC 230-30-070 Control of prizes — Restrictions — Bonus prizes —
Displaying — Procedures for awarding.
WAC 230-12-050 Extension of credit, loans, or gifts prohibited — Limited
exception.

ITEM 8 (a) on the September 15, 2006, Commission Meeting Agenda. Statutory Authority 9.46.070

Who proposed the rule change?

ZDI Gaming Inc., a licensed distributor and manufacturer.

Proposed Change

The petitioner is requesting WAC 230-30-070 be amended to allow prizes from punchboard or pull-tab
games be paid in the form of a gift certificate or on a gift card if the prize is $20 or less. Most prizes are
below $20. The petitioner is also requesting that WAC 230-12-050 be amended so that participants may
use a gift certificate or gift card as consideration to participate in a gambling activity.

Attached:
Petition for Rule Change
Letter dated August 15, 2006, from Ms. Mell, attorney for ZDI Gaming, withdrawing the Petition.

History of Rule

Punch board or pull-tab prizes must be awarded in cash or merchandise only. (WAC 230-30-070).
Only cash, checks, or electronic point-of-sale bank transfers can be used to participate in gambling
activities. (WAC 230-12-050)

ZDI filed a Declaratory Order for a Pull Tab dispensing device (Video Interactive Play (VIP)) that would
allow a cash card to be used to purchase pull-tabs and to receive prizes of $20 or less. The Administrative
Law Judge (ALJ) issued a Declaratory Order on May 1, 2006, and found that the VIP device was not a
gambling device as defined under RCW 9.46.0241(1) because the device did not meet the three elements
of gambling. However, the ALJ found the VIP device was in violation of WAC 230-12-050 because the
device allows a cash card to be used for the consideration and the prize, and the cash card does not meet
the definition of cash as defined in either the Black’s Law Dictionary or the American Edition of the
Oxford Dictionary. The ALJ found the VIP device would not be authorized under WAC 230-12-050 and
WAC 230-30-070. After we received ZDI Gaming’s Petition for Rule Change, ZDI appealed the ALJ’s
decision.

Impact of the Proposed Change

Staff opposes the petition for the following reasons:

1) Approving the petitioner’s request would open the door to proposals that combine gift cards and
pull-tab dispensing devices. These proposals would look similar to slot machines and share
some of the same features.

2) The petition does not contain a dollar limit on gift cards, which could facilitate money laundering
(see attached news article on yellow paper).

3) Players are more likely to spend additional money gambling at a licensee’s business when a gift
card is issued, compared to if cash was given as a prize.




Regulatory Concerns

This proposal would allow patrons to participate in a gambling activity without any interaction with
employees of the establishment who would be able to determine if the patron is intoxicated or under age.

This could ultimately allow gambling devices that are not currently allowed.

Resource Impacts

Approving the petitioner’s request would likely lead to proposals to combine pull-tab dispensing devices
and gift cards. These new devices would require the Commission’s review under WAC 230-30-097. It
would require review by our electronic gambling lab and changes in regulatory processes for our Field
Operations Division.

Policy Considerations

This could be considered an expansion of gambling.

The rule change would likely lead to future requests for devices that would look very similar to slot
machines and only require interaction with an employee if the prize exceeds $20.

Stakeholder Statements Supporting the Proposed Rule Change

None.

Stakeholder Statements Opposing the Proposed Rule Change

None.

Licensees Directly Impacted By the Change

Licensed manufacturers, distributors, and pull-tab operators.

Staff Recommendation

Deny the Petition.




Rule Up For Final Action
Proposed Amendment to
WAC 230-02-412
Gambling equipment defined.

ITEM 9 (a) on the September 15, 2006, Commrssmn Meetmg Agenda. Statutory Authority 9.46.070 &
. 9.46.0282 ’

Who Eroposed the rule change?

Don Logerwell

Proposed Change

The Petitioner requests the following changes:

1. Clarify that only logo cards and logo chips used in a currently licensed or class III facility be
defined as gambling equipment.

2. Exclude logo chips from the definition of gambling equipment if they are sold to players for use in
a gambling activity and the player removes the chips from the licensed premises, or if the chips are
replaced by new chips with adifferent color, logo, or artwork.

3. Exclude logo cards from the definition of gambling equipment if they are defaced
(for example, ahole drilled through the deck or the corners clipped).

Attachments:

Petition for Rule Change

Letters from Mr. Logerwell dated April 24, 2006, May 18, 2006, June 25, 2006, and
August 31, 2006 (added after the June Commission meeting — yellow paper)

History of Rule

Prior to 2000 the definition of gambling equipment was located in l1censmg rules for manufacturers and
distributors. This rule was created in 2000 and combined the definitions of gambling equipment into one
rule. This new definition was adopted as part of a rules package to clarify that only licensees could
legally possess gambling equipment. The intent of this rule is to control equipment used in licensed
gambling activitiesand ensureit isnot used inillegal activities, or in away that could defraud the public.

House-banked and Class F card rooms are required to use logo cards and logo chips. If the card room
closes or changes itslogo, their logo cardsl chips must be sold to a licensed manufacturer or distributor
(WAC 230-12-335(2)(b) copy attached on tan paper). An aternativeto selling logo cardslchips back to a
manufacturer or distributor isto destroy the logo cardslchips. Card rooms must have written procedures
in their internal controlsfor destroying logo chips/cards. These internal controls are approved by staff.

L ogo Cards: Because cards are handled so much by playersand dealers during games, the decks soon
show wear and are removed from play. Assoon as cards are removed from play, they are " defaced or
cancelled" (ablack line drawn on the cards). Licensed security personnel are then responsible for the
destruction of the cards. Common destruction methods include drilling a hole through the deck or
shaving off the corners of the deck. Once the cards are destroyed, they are no longer considered gambling
equipment and are often donated to senior centers or given away.

L ogo Chips: Card rooms rarely change out their logo chips. When logo chips show wear or are
accidentally broken, licensees usually destroy them by breaking them into pieces with a hammer.
Card rooms must maintain a chip destruction log in which they include the method of destruction.

The increased popularity of poker has made logo cardslchips popular collector items. Staff received




past year, staff has researched the possibility of removing logo cards/chips which are no longer in use,
because a licensee changes its logo or closes it business, from the definition of gambling equipment.

Impact of the Proposed Change

A logo chipisstill gambling equipment, even if a card room closes or changes itslogo. Regulatory and
policy implications may preclude removing logo chips and cards from the definition of gambling
equipment. By keeping logo chips and cards in the definition of gambling equipment, the Commission
retains regulatory jurisdiction to determine whether individuals are illegally possessing or using gambling
eguipment.

Regulatory Concerns

1) Pursuant to RCW 9.46, the Commission must provide strict regulation and control over
gambling in the State. Logo cardsand chips are vital components of card games and oversight is
needed to ensure that strict regulation.

2) The Commission has along standing practice, since 1975, to regulate gambling chips.

3) Gambling chips are a negotiable instrument and thereis a potential for fraud, theft or
counterfeiting if they are not closely controlled.

4) Removing certain logo chipsfrom the Commission's control may create regulatory problems.
Currently, the ruleisclear that logo chips must only bein the possession of a licensee. Accordingly,
If someone isselling logo chips, agents do not haveto check to seeif the chips are lawful to sell or
not. If the petition isadopted, agents would need to create a method to identify if chips have been
discontinued or arefrom a card room that has closed.

Rules from New Jersey and Nevada relating to chip destruction (green paper).

New Jersey has rules requiring licensees to notify the Gaming Commission, in writing, of the date and
location of where logo chips will be destroyed, the denomination, number and amount of value of the
chipsto be destroyed. They must also describe how they will destroy the chips. The destruction must be
carried out in front of two licensed casino employees. All chip destruction information must be recorded
and maintained by licensees.

Nevada approves gaming chips and has kept a sample of each chip it reviews since the 1970’s.  If a
licensed gaming establishment is going to sell or close, the gaming chips must go through a redemption
process to make an effort to cash-in the chips. After the redemption process has concluded, the licensee
must obtain permission from the Gaming Board for the destruction of the chips™ or such other disposition
of the discontinued chips and tokens as the chairman may approve or require” (See Nevada regulation
12.070(2)(d)).

Prior to the June Commission meeting, the Washington State Gambling Commission's Rules Coordinator
(agency Rules Coordinator) spoke with a Nevada enforcement agent who said the normal process was for
the chips to be destroyed. There has not been an situation where chips were not required to be destroyed
under Nevada Regulation 12.070(2)(d). The Nevada Enforcement Agent said the normal process for
destroying chipsis by shredding. The chips cannot be buried, burned, put into cement or acrylic or
similar materials. Itisunlawful for alicensee to sell or retain chips after the location is no longer in
operation. If some chipsare still in circulation because players walked out of the casino with afew in
their pockets, Nevadais not concerned when they are retained as a souvenir. However, if that person
redeems, or triesto redeem, a chip, they may be committing afelony in Nevada, depending on their
knowledge of the gaming chip and their intent. If someonetriesto redeem achip that was reported as
destroyed, they may be in violation of Nevadalaw if they retain the chips or attempt to sell or redeem
them. Nevada's biggest concern iswith fraud and the ability for counterfeit chips to be copied from
existing chips.




Update after the June 2006, Commission Meeting:
At the June meeting, the petitioner testified that staff had the wrong Nevada regulations and that

Nevada regulation 12.070(2)(d) does not requireall discontinued chipsto be destroyed because of
the following language" or such other disposition of the discontinued chips and tokens as the
chairman may approveor require.” Theagency's Rules Coordinator spoke with a Nevada
enforcement agent after the June Commission meeting and the agent clarified that though this
regulation has language that the chairman may approve alternativeways to dispose of chips, this
has never happened.

The petitioner told the agency Rules Coordinator that he was working with the Nevada Gaming
Chairman to obtain chips from a Nevada casino that will be closing later this year. Attached is a
letter from the Nevada Gammg Control Board denying the request (blue paper).

Resource Impacts

As mentioned above, logo chips have become popular collector items. Staff considers the facts and
circumstances of each situation that arises involving logo chips that are not in the possession of a licensee.
At times, players take a chip from a card room as a souvenir for sentimental reasons and there is no intent
to defraud the public or alicensee. If someone attempts to redeem chips that are from a card room that
has closed, criminal intent isinvolved and we would investigate. Only licensed manufacturers and
distributors are authorized to sell logo chips and cards.

Policy Consideration

1) The mdustry enforcement standard is to closely control gambling chips.

2) Staff has found no other jurisdiction that allows gambling chips to be purchased or sold by
unlicensed persons.

3) Adopting this petition would make Washington the only state that allows possession of non-
cancelled gambling chips.

4) Staff finds no regulatory reason to deviate from the industry standard.

Stakeholder Statements Supporting the Proposed Rule Change

Letter from the Recreational Gaming Assoc. dated July 6, 2006 (added after the 7-06 meeting)
Michels Development, house-banked card room licensee, letter dated June 16, 2006.

Chipco International, licensed chip manufacturer, letter dated June 13, 2006.

Iron Horse Casino, house-banked card room licensee, letter dated June 1, 2006.

Stakeholder Statements Opposing the Proposed Rule Change

E-mail from Nicholas Bates, chip collector, dated June 6, 2006 (added after the 7-06 meeting)
Letter from Nicholas Bates, chip collector, dated February 3, 2006.

Letter from Herman Kiplinger, chip collector, dated February 2,2006.

Letter from Helen Healy, chip collector, dated February 4,2006.

Letter from Jay Lakin, chip collector, dated February 10, 2006.

Letter from Michael Jackness, chip collector, dated February 10, 2006.

Letter from Michele Yeh, chip collector, dated February 10, 2006.

Letter from J. McKen21e chip collector, dated February 13, 2006.

Licensees Directly Impacted By the Change

House-banked card rooms, manufacturers, and distributors.

Staff Recommendation

Deny the petition.

Proposed effective date for rule change.

The petitioner has not proposed an effective date.
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April 24,2006

Ms. Susan Arland

Rules Coordinator

Washington State Gambling Commission
P.O. Box 42400

Olympia, WA 98504-2400

Re Petitionto Amend WAC 230-02-412

Dear Ms. Arland:

| respectfully request that the Gambling Commission amend WAC 230-02-412. Thecurrentrule
with the amendment requested is attached as Exhibit "'A" hereto. Thisrule has been the subject
of review by the staff as part of the Rules SimplificationProject for the past year. Staff had
recently recommended amendment of thisrule as requested in this petition. | am unclear asto
the reason for delay to date but submit that thisrule should be amended now without further
delay.

Introduction: This petition seeksto limit the extent to which chipsand playing cards are defined
as gambling equipment and therefore subject to commission regulation and potentia criminal
prosecution for use or misuse.

Preliminarily, it isimportant to remember that gaming chipsand playing cardsare sold in many,
many retail outletsin Washingtonincluding such diverseestablishmentsas Bartell Drugs,
Costco and Macy's to name but afew. The market for chips, in particular, hasliteraly exploded
inthelast few years with the popularity of poker arising out of television coverageand internet
gambling sites. Most of the chipsthat are now being sold (for home game use) are manufactured
outside of the United States.

Background: Ascurrently drafted, the rule coversall **gaming chipsand cards" which were used
to "' conduct card games, fund-raising events, recreational gaming activities, or Class!II gaming
activities™. Assuch, WAC 230-12-335 precludes licenseesfrom selling gambling equipment
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including gaming chipsand cardsexcept to other licensees, manufacturersor distributors and
under strictly specified conditions.

The practical effect of the current rule, if enforced, isthat licenseeswho cease operationor issue
new chipsor cards with a changein logo or artwork would be precluded from selling their
unusable chipsand cards. That is, no other licensee could uselogo chipsor cards other than their
own.

In addition, theruleis, for all practical purposes, unenforceable becauseit would literally
prohibit patrons of licensees from buying chips, removing them from the premisesand selling
themto others. Thisaspect of the current ruleis what stimulated this petition because, aswill
follow, casino chip collectors have been warned that their acquisition, purchase and sale of chips
for their collectionscould be subject to commission enforcement activity. Casinochips
collectorsand casino chip sales? number in the tensof thousands. The Casino Chip and Gaming
Token CollectorsClub, of which | am a member, isdevoted to the hobby with membersfrom
around the world.

To be more specific regarding enforcement issues, an investigator from the commission's
Tacomaofficerecently contacted an eBay seller and warned that person that sales of casino
chipsfrom Washington state could be construed to violate the subject rule with attendant
conseguences. A common waly for chip collectorsto expand their collectionsisto ' harvest™
chips from their local casinosand card roomsand trade (or sell) chipswith other collectorswho
do the same around the country. Even customerswho are not collectorsfrequently put a chip or
two intheir pocket as a souvenir and these chips often appear, sometimes years efter, in estate or
auction salesalong with all kinds of other memorabilia. Strictly construed, the current rule
would make all such activity aviolation.

Thecurrent rule al so operatesto the detriment of Washington state licensees. A licenseewho
goesout of business, or replaces chips (or cards) with a new issue, has no way to disposeof the
old chipsand cardswithout running afoul of thecommission's ruleas currently drafted. Itis
doubly unfortunate for those licensees who end up going out of business. They have made a
significant investment in cardsand chipswhich they ought to be ableto recoup, in part, by
selling their inventory to collectorsand dedlers.

Collectorswould al so be losersif the current rule were, or could be, enforced. Chip collectors,
like those who collect coinsor stamps, see casino chipsas uniqueand, to some degree, as objects
of at which ought not be secreted away or destroyed for no apparent reason.

Other Issues

Some concernshave been raised about allowing obsol ete chips and cardsto be sold to the public.
Thoseinclude issuesof redemption and security. Redemptionissuesare handled by the

! Chipsand cardswhich bear the logo of the original licenseeare, of course, of no use or valueto other licensees,
digtributorsor manufacturers.

2 Asof the date of this letter, eBay hasover 16,000listingsof collectible casino chipsfor salel Of those, morethan
onehundred are listingsfor the sale of casino chips from establishmentsin Washington state, current and obsolete.
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licenseeswho generally post notice when chipsare being replaced with new chips. And, of
course, thereis no issue of redemption for casinosor card roomsthat are closed and out of
business.

Some have expressed a concern about security, i.e. the chance that chipsfrom one licensee could
somehow be modified and then used or cashed el sewhere. Security in the modern ageisnot a
problem. Thetwo major U.S. casino chip makers, Chipco and IGT?, have extremely
sophisticated methods” of insuringthat casino chipsfrom one property cannot be altered and
used elsewhere. Indeed, their ability to insure security isasignificantfactor in their successful
effortsto secure approval from the state of Washington and other jurisdictionsto manufacture
and sell casino chipsfor use by licensees.

Revisionsto thisrule have been under consideration by the staff of the commissionfor over a
year now. During the course of thosereviews, as part of the rules simplification program, some
collectorshave objected to revising the rule along the lines proposed in this petition because,
they contend, doing so would devauetheir collections. Mot collectorsof casino chips,
including the author, want more, not less, accessto collectiblesand view thisissuein aless self-
servingmanner. But, protectingthe value of someindividual collectionsisnot, and should not
be, aconcern for the gambling commiss on—such concerns have nothing to do with the stated
mission of the commission, i.e. to " protect the public by ensuringthat gamblingislega and
honest.™

Conclusion: | urge the commission to moveforward to amend WAC 230-02-412 without further
delay. | stand ready to provide whatever other information| can, in person or otherwise, and
look forward to afavorable response to this petition.

Sincerdy,

75 e

Donad L. Logefwell

% |GT and Chipcoarethe only manufacturers licensed by the state of Washington.
4 Chipshavedistinct colors, mold patterns, edge spots, insertsand, in some instances, ultraviolet markings which
can be seen only under ablack light.
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Exhibit “A”

Proposed amendment to WAC 230-02-412. New language underscored.

WAC 230-02-412
Gambling equipment defined.

For purposes of thistitle, gambling equipment means any device, gambling
related software, expendable supply or any other paraphernaliaused in
conjunction with or to facilitate gambling. Gambling equipment includes, but is
not limited to:

(7) Devices and suppliesused to conduct card games, fund-raisingevents,
recregtional gaming activities, or ClassIII gaming activities, as defined in the
Indian Gaming Regulatory Act at U.S.C. 25 chapter 29 § 2703 and in tribal-state
compacts, including, but not limited to:

(a) Gaming chipswith a house name or logo for usein acurrently licensed. or
ClassIIl gaming facility. However, chipswill not be considered gambling
equipment if they are discontinued and replaced by new chipswith adifferent
color. logo, or artwork;

(b) Cardswith a house name or logo for usein a currently licensed, or ClassIl
gaming;facility. However, cards defaced by a card room operator are not
considered gambling equipment. FOr purposes of thisrule. ' defaced” means
permanently altered so the cardsare easily identifiableas different from other
cardsin play. For example. cards can be defaced by drilling;a holethroughthe
deck, clipping the corner(s) or sides of a deck;




Donald L. Logerwell
Attorney at Law

2832 43™ Ave. W.
Seattle WA 98199-2424

Phone: 206-283-2465 dlogerwell@comcast.net Fax: 206-352-9446

May 18,2006

Ms. Susan Arland

Rules Coordinator

Washington State Gambling Commission
P.O. Box 42400

Olympia, WA 98504-2400

Re: Petition to Amend WAC 230-02-412

Dear Ms. Arland:

Thank you for taking the time to speak with me again regarding the status of the petition | filed
with the Commission on April 24,2006. Asyou know | was surprised to read the "*Rules Under
Review" section of the commission website indicating that the staff apparently does not support
the rule change | proposed in my petition. What | proposed is precisely what the staff had
previously suggested and the language | used was written by the staff after several months of
review and consideration of thisissue. | expected that the rule would be revised as the staff had
previously recommended and only filed the petition because | understood that the revision to
this rule was being delayed by other pending rule revisions.

I will comment on some specific concerns subsequently but, before | do, | want to address a
larger issue—respect for the law. The current rule is, as will follow, both uneforced and
unenforceable. Rules, regulations and laws that are not enforced and cannot, asa practical
matter, be enforced create disrepect for thelaw and for our legal system. The commission
isan integral part of that legal system and should be concerned that what it does generates
respect, not disdain, for itsrules, for the law and for our legal system.

As currently written, the rule is uneforceable. On its face, it applies to al " gaming chips™ and
""cards" that can be used for " card games, fund-raising events, recreational gaming activities. . .”
without regard to the location of the event or the identity of the players or host. So, when Bartell
Drug and Costco sell **gaming chips” and “cards” for use in Uncle Charlie's neighborhood poker
game, those retailers are in violation and subject to the criminal provisions of RCW 9.46.160 and
subject to "forfeiture of the corporate charter™.

Similarly, as| pointed out in my petition, there are hundreds of Washington state casino and card
room chips being sold daily on eBay, some from currently licensed and operating facilities,
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othersfrom casinos and card rooms that have long since closed. Aswritten, the rule could be
construed to make al of these individual sellers susceptible to some kind of legal action albeit
outside the jurisdiction of the commission..

Y ou mentioned that someone on the staff raised the issue of chipsfrom Freddie's Club, Auburn
(closed some time after the death of Fred Steiner and now the Iron Horse) being taken to
Freddie's Club in Fife. | have attached to this letter color scans of the $1 and $5 chi ps1 from
both of those locations. They are all, as one can readily see, completely and visibly different and
purposely so. Freddie's Club management? and their chip suppliers made sure that the chips for
the different locations were unique, consistent with the overall security precautions that exist in
the industry. Theideathat chipsfrom Auburn could be cashed in Fife s, | suspect, based solely
0N Someone's suspicion but not, as you can see, based upon either fact or realistic possibility. If,
in fact, this has happened I"d be most interested, as would | dare say the commissioners, in the
details.

You also said that there were concerns that revising the rule as |'ve proposed would lead to risk
of counterfeiting. | am at atotal loss to understand that concern. Y ou say that someone
suggested that chips from a closed facility could somehow be modified and cashed at another but
such a hypothesisis totally fanciful —youneed only check with the two Washington licensed
chip manufacturers, Chipco and GPIC, to understand how they use colors, inserts, molds and
other unique elements of design and manufacturing to prevent counterfeiting. And, as with the
Freddie's Club hypothesis, I'd also like to know if there have been any such documented
instances of counterfeit Washington casino chips from a closed licensee being redeemed or
played at one that is open for business.

Asyou know, | filed this petition on behalf of chip collectors like myself and on behalf of a
client who islooking to purchase and resell obsolete chips from Washington licensees. We see
the destruction of obsolete chips as a waste and for no legitimate regulatory purpose.

' To determine what kinds of chips these two clubs had | referred to the standard collector's guide, The Casino
Chips of Washington Sate, 2™ Edition (Pheasant Ridge Publishing, Moscow, 1D 2003). Freddie's in Fife usesthe
two Chipco $1 and $5 shown in the attachment. The Auburn club also had a Chipco $1 and a Chipco $5 as shown
which are quite obviously different.

? To my understanding, the Freddie's Clubs in Renton, Auburn and Fife were owned and operated by different
partnership groups with the late Fred Steiner as the common member. It is, therefore, understandable that they
would insist on different chips at each facility. The Auburn partners would not have wanted chips from Fife or
Renton presented at their facility and vice versa
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| look forward to receiving the final recommendation of the staff which will be presented to the
commissioners. Though | hope that their views will coincide with mine and recommend
granting this petition, should they adhere to this recent change and recommend against it, | stand
ready to attend the June 16 meeting in Walla Wallato address the commission when this petition
is considered.

In closing, | want to emphasize that the stated goal of the Washington State Gambling
Commission isto insure that gambling is'legal and honest." Restrictions on the sale and
distribution of obsolete logo chips serve no regulatory purpose and distract from that goal
wasting valuable time and staff® resources that could be better used elsewhere.

| thank you for your assistance and cooperation as | pursuethis issue.

Sincerely,

Donald L. Logerwell

* Indeed, this whole matter came to my attention when one of the field investigators contacted another member of
the chip collecting community who was selling obsolete Washington chips on eBay. When | spoke with him | was
told he had neither the time nor the inclination to pursue harmless activity like this.
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Donald L. Logerwell
Attorney at Law

2832 43™ Ave. W
Seattle WA 98199-2424 9RO
Phone: 206- 283- 2465 dlogerwell@comcast.net Fax: 206-352-9446

June 25,2006

Ms. Susan Arland

Rules Coordinator

Washington State Gambling Commission
P.O. Box 42400

Olympia, WA 98504-2400

Re: Petition to Amend WAC 230-02-412

Dear Ms. Arland:

Now that the Commission has set my petition for further rule making, | have some additional
comments based upon what transpired at the meeting in Walla Walla. | am sending thisto you
now so that a copy can be included in the packet for the July meeting in Vancouver. | will attend
and address the Commission in more detail on these points at that time.

As | understand it, the staff opposition to my petition is based upon two possible, though
unproven, issues. Thefirst of these isthat obsolete chips from a closed card room might
somehow be used or redeemed at another card room that remained in operation. The second is
that allowing obsolete chips from a closed card room to be sold would somehow create a danger
of counterfeiting. In my view, both of these concerns are fanciful a best since there is absolutely
no evidence that either has ever happened despite the fact that there are literally billions' of
obsolete casino chips in existence from casinos and card rooms across the state and around the
country and the world.

" I know that this phrase "' billions of obsolete casino chips" may seem exaggerated but it is accurate. The average
card room in Washington has between 30,000 and 40,000 chips in stock. At last count there were nearly 100 of those
currently in operation so there are between 3 and 4 million chips currently in use in Washington alone!  Large, full
service casinos will have ten to twenty timesthat number, a half million or more at each property. Considering the
number of casinos and card rooms in Nevada, New Jersey, the Mississippi Gulf Coast and the large Indian and non-
Indian casinos and card rooms that operate in nearly every other state, it becomes clear that there are countless
numbers of obsolete casino chips available on the market. The point isthat allowing those few chips which become
obsolete each year in Washington to be sold would be a veritable drop in the ocean of chips otherwise available.
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|. Fraudulent Use or Redemption of Obsolete Chips: Absent some further explanation from
the staff about thisissue, | can only speculate asto what the issue might be. Surely no one

believes that chipsfrom, say, New Sonny's Federal Way, could successfully be used or
redeemed at some other card room given that the name " New Sonny's” and the location
" Federal Way™ are prominently displayed on all of these obsolete chips.

| did hear some concern about obsolete chips from Freddie's Club and the Silver Dollar and how
those might be used or redeemed at other locations with the same name. | previously researched
the Freddie's Club issue as it was described to me (Auburn now closed and Fife till open) and
provided you with color scans to show that the chips were, save for the name, completely
different. | noted, however, that my letter with the color scans was included in the packet for the
Commissioners in black and white which did not clearly show the differences. I'll illustrate
those further at the meeeting in Vancouver. In addition, there was also some mention of
Freddie's Club, Everett—I'll show scans of those chips to show that they, too, are completely
different.

Asregards the Silver Dollar which currently has seven card roomsin operation in western
Washington. I'm researching those and will present that information as well but | can tell you
that what 1've found so far confirms what | would have thought —all of the Silver Dollar chips
are different, location by location, in significant ways that would make their use or redemption at
another virtually impossible without the consent of their common management/ownership.

And, it isimportant to note that the Commission does not need a rule to prevent something that
not only doesn't happen but would already, in and of itself, be criminal activity if it did. That is,
fraudulent use or redemption of obsolete chipsisfraud and theft and already covered by the
Washington criminal code.

Finally, you will note that severa licensees and the Recreational Gaming Association have
written in support of my petition. It isthe licensees who would be at risk of fraudulent use or
redemption. If, as has been suggested, chips from one Freddie's Club or Silver Dollar might be
cashed at another it is the management of those organizations who would be apprehensive about
my petition. Instead, they support my petitiona because they are not concerned about fraudulent
use. The Commission should follow the lead of the industry on this issue.

II. Counterfeiting

Thisissue arises from a sentence in the staff report in opposition to my petition. " Nevada's
biggest concern iswith fraud and the ability for counterfeit chips to be copied from existing
chips." Though the source of this statement is unidentified and though it may well be true,
counterfeiting has absolutely nothing whatever to do with the issue now before the Commission
in my petition, i.e. sales of obsolete casino chips from closed card rooms.

Counterfeiting, as the staff report states, is copying of existing chips by making new, fake chips
that resemble the real ones. Casino chips, in this respect, are like money —they have a stated



Ms. Susan Arland
June 25,2006
Page 3 of 3

value far in excess (for higher denominations) of their raw material and the chip manufacturers
go to great length to insure against counterfeiting. The Commission already has a |etter from one
such manufacturer, Chipco, which supports my petition and explains their security measures. To
quote from their website:

"Themost secure chip in theindustry, CHIPCO ProTech™ Series products
have never been successfully counterfeited." www.chipco.com

Asachip collector, | can tell you that our hobby isalso concerned about counterfeiting since
there are some obsol ete chips which are much, much more valuable that any chips currently in
use except for avery few used in the highest end Nevadacasinos We've had rare obsolete chips
sell for in excess of $10,000 each. We've never, to my knowledge, seen such chips successfully
counterfeited though there is ample incentive to do so.

| did hear a suggestion that someone might take an obsol ete chip and somehow modify it to
mimic achip in use at another facility. Thisis pure fantasy —I will take afew minutes at the
meeting in Vancouver to explain how chips are made, the security that is built into each issue to
show that any notion that an obsolete chip could somehow be successfully modified to make a
copy of an existing chip issimply impossible.

Sincerely,

Donald L. Logerwell



Donald L. Logerwell
Attorney at Law

2832 43" Ave. W.
Seattle WA 98199-2424  oAR.AES.
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August 31,2006

Ms. Susan Arland

Rules Coordinator

Washington State Gambling Commission
P.O. Box 42400

Olympia, WA 98504-2400

Re: Petition to Amend WAC 230-02-412

Dear Ms. Arland:

| have today received a copy of the memo which the staff will provide to the Commissioners.
Thisis, by my count, the third time that staff have changed their position on thisissue. Initaly,
the Rules Team supported my request for arule change, then it was opposed, then it was viewed
with favor and now it is, again, opposed.

From April, 2005 (when | first began working with the Rules Team) until April, 2006
(when | filed this petition), staff was supportive of my idea, the Rules Team was working
with me and it was the Rules Team that drafted the revisionsto the rule which | now
propose.

e InMay, 2006, after | filed this petition, staff changed their view and urged the
Commissionersto deny the petition.

e InJune, 2006, after the Commissioners accepted the petition for filing, you caled to
advise that staff was now in favor of allowing obsolete chipsto be sold to non-licensees
but might want to amend a different rule to accomplish the same result. | wastold that
the issue would be finally resolved at a meeting on July 17,2006 and that my petition
would not be discussed at the July meeting of the Commission in Vancouver. For that
reason | did not attend the July meeting.

¢ | heard nothing further over the next six weeks. When | inquired of you last week, | was
told that the staff was meeting this week to decide and document their position. |
received that document today.

| will attend the Commission meeting in Spokane on September 14 & 15, 2006. At that time |
will explain, in detail, why the rule should be amended and why the stated concerns of the staff
in the latest memo are misplaced and unsupported. Before that meeting, however, | want to alert
the Commissionersto the principa defectsin the staffs analysis.
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I. Washington would betheonly state with such arule: | addressthis point first becauseit is
the newest, and most misleading, of the staffs objections. Staff opinesthat *no other state™ has
such arule and that such a rule would be contrary to some supposed “industry standard.” The
implication isthat other states, and therefore the industry standard, prohibit obsolete chips from
being bought and sold except by licensees. But, staff cites no rule from any state to that effect.
The best that staff can do on this point isto say that it has™ found no other jurisdiction™ that
allows such'. But, equally, staff has not found any other jurisdiction that has a rule that prohibits
it. Thefact isthat the rulesin most states are silent on the issue—that, if anything, isthe
"industry standard™, no rule, one way or the other.

II. Fraudulent redemption and counterfeiting: | have discussed these two non-problemsin
an earlier letter and will not repeat those comments here. Suffice it to say that all the staff hason
these issues is unfounded suspicion—there has never been, to my knowledge and I've asked
around, a single instance where an obsol ete chip from one closed casino or card room was
redeemed at an unrelated card room. The same statement istrue for counterfeiting— tomy
knowledge, and no one has produced evidence to the contrary, there has never been an occasion
where an obsolete chip was successfully used to counterfeit another. There isabsolutely no
evidence that either has ever happened despite the fact that there are untold numbers of obsolete
and fantasy, home game chips, Washington and other, in the hands of playersand collectors. |
will demonstrate at the meeting why these oft-expressed concerns are, at best, fanciful.

III. Changing the rulewould make enfor cement difficult: Staff suggests that amending the
rule would make it difficult for agents because 'if someone is selling logo chips, agents (would
have) to check to see if the chips are lawful to sell or not."" That implies that agents are currently
monitoring chip sales and taking stepsto insure that such sales are lawful. Under the existing
rule, all sales of gaming chips are unlawful except between licensees, To my knowledge,
absolutelv nothing is being done by agents or anyone else at the Commission to monitor
chip salesand enforcethecurrent rule. | will demonstrate to the Commission that the rule
does nothing to stop licensees who cease operation from selling their chips because they are
doing so and in large numbers every day. The only people who are not selling their chips are
existing licensees who have acquired card rooms and changed the name. | do not speak for them
but can surmise that they are being cautious and not selling the obsol ete chips because they are
still subject to the Commission's regulatory jurisdiction.

' | note that staff has obtained a copy of a letter to me from Chairman Neilander of the Nevada Gaming Control
Board denying my request that my client be permitted to purchase chips from the soon-to-close Stardust Hotel. That
issue isstill being pursued and isfar from finaly resolved. | would, therefore, only comment to this extent—the
Nevada enforcement people object to this request on the basis that chips are not " currency.” What that hasto do
with collectors buying, selling and trading obsolete casino chips is completely lost on me.
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The Commissioners and the staff deal with important issues which directly affect the core goals
of insuring the legality and honesty of gambling in Washington. Maintaining arule which is
routinely disregarded and serves no useful regulatory purpose is awaste of valuable and limited
resources that should be directed to those core issues.

Sincerely,

Donald L. Logerwell



WAC 230-12-335 Control of gambling equipment — Salesand purchases by and to
licensees only — Authorized transfers of gambling equipment.

It shall be the responsibility of al licensees to ensure that gambling equipment is closely
controlled and possessed only by authorized persons. Gambling equipment possessed by
unauthorized persons is subject to seizure and forfeiture. It shall be the responsibility of al
licensees to report all unauthorized possession of such equipment to the commission. The
following restrictions and exceptions apply to the transfer of gambling equipment:

Restrictions.

(1) Prior to selling gambling equipment to or purchasing such from any person, a licensee
shall ensure that the person receiving or selling the equipment possesses a valid gambling
license: Provided, That Class F and house-banked card room applicants may possess gambling
equipment during the prelicensing process after receiving written approval from commission
staff.

Authorized transfers of gambling equipment.

(2) In addition to normal business transactions between manufacturers, distributors and
operators, the following transfers of gambling equipment are authorized:

(a) Gambling equipment may be transferred as a part of a sale of a business when such saleis
contingent on the buyer receiving a gambling license prior to the completion of the transaction.
A complete record shall be made of all gambling equipment transferred in this manner, including
commission identification and inspection services stamp numbers. Such transfers, including a
copy of the inventory record, shall be reported to the commisston.

[ 4 (b) Licensed operators or distributor: whose license has been revoked, expired, or veluntarily l

surrendered may sell or otherwise transfer gambling equipment to a licensed manufacturer or
distributor. Transfers of gambling equipment in this manner are subject to the following
requirements:

(i) Such transfer shall be completed within thirty days of the date the license became invalid;

(i) The transaction isfor cash or credit against amounts owed a manufacturer by a distributor;

(iii) A complete inventory of al gambling equipment transferred in this manner, including
commission identification and inspection services stamp numbers, shall be reported to the
commission within ten days of the transaction by the operator or distributor selling the
equipment; and

(iv) The licensed manufacturer or distributor receiving the equipment shall prepare a credit
memorandum as required by WAC 230-08-025(2). A copy of the inventory record and notice of
sale reported to the commission shall be attached and maintained as a part of this record.

(c) A bonafide charitable or nonprofit organization may sell or otherwise transfer gambling
equipment used for fund-raising events to another charitable or nonprofit organization authorized
to possess such equipment. Such transfers shall be limited as set forth in WAC 230-25-110. A
complete inventory of all gambling equipment transferred in this manner shall be reported to the
commission within ten days of the transaction by the charitable or nonprofit organization selling
or transferring the equipment.
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July 11, 2006 Carson Ci
(775) 684-774

Fax: (775) 687-8221

Mr. Donald L. Logerwell
Attorney at Law

2832 43™ Avenue West

Seattle, Washington 98199-2424

RE: CORRESPONDENCE #2006-0388
STARDUST CASINO CHIPS

Dear Mr. Logerweli: )

The Gaming Control Board has reviewed your correspondence dated June 21,
2006, regarding your request to purchase Stardust Hotel and Casino gaming chips.

Nevada Gaming Commission Regulation 12.070(1), Redemptionand &iisposal of
discontinued chips and tokens states'

"A | i censee that permanently removes from use or replaces approved
chips or tokens at its gaming establishment, or that ceases operating
gaming establishment whether because of closure or sale of the
establishment or any other reason, must prepare a plan for redeemin
discontinued chips and tokens that remain outstanding at the time of g
discontinuance. The licensee must submit the plan in writing to the
chairman not later than 30 days before the proposed removal,
replacement, sale, or closure, unless the closure or other cause for
'discontinuance of the chips or tokens cannot reasonably be anticipate , in
which event the licensee must submit the plan as soon as reasonablyde
anticipated.” 'b

ts
i

Nevada Gaming Commission Regulation 12.080(3), Use of Chips and Tokens
states:

“A’licensee shall not accept chips or tokens as payment for any goods or
services offered at the licensee's gaming establishmentwith the exception
of the specific use for which the chips or tokens were issued, and shall not
give chips or tokens as changein any other transaction."

Chips and tokens are to be used for gaming purposes only andthey shail not be
used as currency. Furthermore, chips and tokens must be disposed of in a manner as the
Chairmah may approve or require. Selling chips is not a method of destructio approved
by the Gaming Control Board- Additionally, the Board is concerned about the |chips’

(NSPG Rev. 11.05) . (o) 392 <
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potential use as currency,not only at the licensee's property but at other locﬁttions as well.

Therefore, your request to purchase some or all of the Stardust Hotel and C
chips is hereby denied.

Further questions regarding this matter should be directed to the Ope
the Enforcement Division, at 555 East Washington Avenue, Suite 2600, Las:
Nevada 89101.

Sincerely,

-

Dennis K Neilander
Chairman

DKN/RB:drh

cc. Alan Goff, Director of Regulatory Compliance
JeffRodefer, Associate General Counsel
Bobby L. Siller, Board Member
Mirk A. Clayton, Board Member
Enforcement Division
Records and Resear ch Services

sino gaming

rations Unit of
Vegas,
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CREATIONAL

ING
SOCIATION
Post OfficeBox 1787 « Olympia, WA 98507-1787 « 360-352-0514 « FAX 360-352-4579
July 6,2006 RECEIVED
JUL 0 7 2006
Washington State Gambling Commission G%“ﬂ%g%g%’%’%ﬁ%g N

PO Box 42400
Olympia, WA 98504-2400

RE  WAC 230-02-412 - Gambling Equipment Defined — L ogo Chipsand Cards
Dear CommissionersEllis, Parker, Niemi, & Bierbaum:
On behalf of our members, we are writing in support of the petition filed anending WAC 230-02-412
relatingto logo chipsand cards. Discussionon thisissue hastaken place during study sessionson a

number of occasions.

Several of our membershave chipswith old logos or from businessesno longer licensed and operating
with entitiesinterested in purchasing these chipsas collectibles. The current rule does not allow this.

We appreciatethe Commissionfiling this petitionfor rule changeto alow for further discussion. We
hope adecision on thisissuewill be the ultimate outcome.

Thank you in advancefor your attention and consideration.
Sincerely,

DoloresA. Chiechi
ExecutiveDirector

WWW.RGA-WA.ORG
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MICHELS DEVELOPMENT, LLC

8200 Tacoma Mall Bivd e Lakewood, WA 98499 e Ph (253) 588-4228 e Fax (253) 581-4375

N&. Susen Arland

Rules Coordinatos

Washington State Gambling Commission
P.O.Box 42400

Olympia, WA 98504-2400

Re Petition to Amend WAC 230-02-412

Dear NG Arland:
- R
| amcoutacting you on behalf of Michels Deve]opu'lbm whichis licensedto operateChips LaCenter,
Chi ps Bremerton, Chips Lakewood and Palact Casing. We havebeen advised that there is a petition to
amend WA C 230-02-4 12 currently pendmﬁ bes. _ Comm;ssnon and due; for discission at the next regular
£

meeting later this month Y . E§W .
. PR . R I
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amendment that it wo‘iﬁd amhorlze ity g_,
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tions would somehow create as  problem. Those corigerns, as we ad them, are that obse-
lete chips from one casuy ox,wd,mnm cou!d be taken’to a.nother and rSla on the tables A cashed at
the cage. { HE

We see those comr:ns u ﬂnflﬁl,eat I;Qst. We dachxy'c]osely w,gl;l ppur chip manufacturers and suppli-
ersto insure that ourglnps e bath um‘([ue and secure. Chipco undEl”lC work Closgly with the gaming
industry to insure #6¢ chip olors; mo ds, inserts, edge spots, etc. gharantee that our supplies ar e unique,
secure and free &omﬂsé ofmqhﬁc 1br counterfeiting. |n our experierice, these precautions have
been an unqualified sntdcssss e Iutve niwer heard of obsolete chxps bemg mccessfmy«pussad at another

establishment.
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As a licensee, we will oontmue ur-hmj( c}o_gely with tgebmnuss‘rﬁf\ y ﬂ:sure that gambhng in Washing-
ton remains legal and honest. M@;m@w %hged 16 speak qp when we see Commission

rules that impose unnecessary muioﬁo@ mgula othe:mso’ﬁ&nnless activity coliateral fo the

central purpose of honesj,gamm )gthzs stafe” "

Steven R. Micheils
Owner

Casinos Owned/Managed by Mlchels Development LLC

Chips Casino - Bremerton Chips Casino - L.a Center
Chips Casino - Lakewood Palace Casino - La Center
Palace Casino- Lakewood




* June 13,2006

Mr. Jim Shaffer
The Chip Room
445 Naim Circle
Highland, Michigan 48357

Re: Washington State Gambling Commission comment request
Dear Jim,

Thank you for the opportunity to comment on the proposed changes to the definition of

" gaming equipment" under consideration by this commission. As| stated earlier, I think
this definition needsto be expanded to indicate if the gaming chipsare still ** redeeniable”
or they are of “NO VALUE" at the casino.

If the chips are still **redeemable™ then | believe the current definition as gaming
equipment must continue to appty. If the chips are out of circulation (the casino has
closed, or they have broadcast the termination of a certain series of chipsas having no
value from thisdate forward) then | believe it is proper to amend the definition to non-
gaming equipment.

Your second area of comment related to the security measures CHIPCO offerson our,
gaming chips today. Our “full face graphics™ are distinctive to our unique manufacturing
process. The edge markings with the denomination or words on the edge of the chips
provides perhaps the greatest deterrent to counterfeiting activity as the surveillance
cameras can read these words or numberson their cameras. Today we are the only chip
manufacturer that knows how to put these distinctive markings (wordsor numbers) on the
edge of the chips. (No counterfeiter can paint these markings with a paint brush).

We can print images or words in UV on the edge or the face of the chips. Not simply
making an area glow by adding aUYV dye, but actually printing words or
numbers/symbols in UV that can be read. These words or number/symbols are very
difficult to copy, where UV dye can be purchased at a hobby shop and painted on the
surface with apaint brush. Thisisnot the case with our UV security measures.

Serial numbers can be engraved or printed onto the chip surfaces as a counterfeit
measure. We have done this for several casinoson their very high value chips.

Trace elementscan beadded to the base resin to authenticate the chip asan original chip
from the original manufacturer. We have done thisin the past, but have not done this
recently ason-site reliable testing procedures are very much influenced by the testing
operator. If they are not trained you get alot of "*false positives™ which then causes
concern until other tests are performed.

1281 Roosevelt Trail * Raymond, Maine U.S.A. 04071 » 207.655.4455 ¢ Fax 207.655.6665 ¢ http:/www.chipco.cam



Finally we are adding RFID (radio frequency identification inlay) technology to our
gaming chips. This is the ultimate security. Each chip hasa unique license plate
programmed into the RFID inlay making it impossible to counterfeit. The" sensors”
(readers) installed around the casino (on table games, chip trays, cashier stations,
doorways and the vault area) makes for “realtime” reporting of live gaming data or
tracking chips within the gaming area cost-effective and practical today. The next
technology transition for gaming chipsisto this RFID technology. It will eliminate
employee theft of chips, offer accurate player tracking data, balance the cash draw,
validate against any counterfeit chipsand collect employee performance statistics
automatically (Miss pays, number of hands dealt per hour €tc).

To summarize our security measures. unique manufacturing offering full face graphics,
custom edge printing, UV printing, trace elements, serial numbering and now RFID
technology.

If you need any further comment from me on this matter, please feel freeto contact me at
anytime.

Best regards,

~ YOI
John M. Kendall
President



lron HorseCasino, LLC

221 § 28" St. Tacoma, WA 98402 _ '
Phone: 253/572-3873 Fax: 253/572-4702  Letter supporting Mr. Logerwell's

Petition for Rule Change

Junel,2006

Ms. Susan Arland

Wad ungton State Gambling Commission
P.O. Box 42400

Olympia, WA 98504-2400

Re: Petition to Amend WAC 230-02-412

Dear Ms. Arland:

My nameisMr. ChrisKedly, | have brought, sold and managed many Enhanced Card Roomsin Washington in the
past several years. Currently | am the Managing Member of Member Management Services, LLC whichislicensedto
operate Iron Horse Casino Everett and Iron Horse Casino Auburn | would liketo take thistime and talk to you about
this petitionto amend WAC 230-02-4 12 currently pending before Commissionand duefor discussion at the next
regular meetinglater thismonth.

As| understand it, therule, if amended as requested by the petitioner, would allow licenseesto sdl their unusableand
obsolete stock of chipsand cardsin the event they go out of businessor change their stock with a new logo or design.
[ am writing to expressmy unequivocal support for the petition and the amendment that it would authorize.

| understandthereare some concernsthat allowing Enhanced Card Roomssto sell our obsoleteand outdated chips
under these conditionswould somehow createa security problem. Those concerns, as| understand them, are that
obsol ete chips from one Enhanced Card Roomsor card room could be takento another and played on thetablesor
cashed at the cage. Thisisan invalid concern becausethrough the approval process for every Enhanced Card Rooms
you need to demonstratehow the chipsare uniquetothe site. Iron Horse Casinodeals very closely with our chip
manufacturersand suppliersto insurethat our chips are both uniqueand secure. Chipeo and GPIC work closdy with
the gaming industry to insurethat chip colors, molds, inserts, edge spots, etc. guaranteethat our suppliesareunique,
secure and free from risk of modificationor counterfeiting. In our experience, these precautionshave been an
unqualified successas Iron Horse Casino has never had a obsolete chip successfully passed in either of our
establishments.

1f' | cannot sell my obsolete chip stocks, 1 am forced to store or destroy them. | See no reason why we should not be
ableto recoup some of what we invested in those chip and card stocks. For examplel currently have 100,000 chipsin
storage from Jimmy G's Enhanced Card Rooms and other Enhanced Card Rooms's | have purchased The Chipscost
me § 68 per chip whichcomesto $ 68,000.00. Storingthe chipscost me $ 150.00 per month,in 1 yearstine | spend
$ 1,800.00 just for storage. However if | am allowed to sal my obsoletechips| can recroup some of my cogt, the
chipsare worth from $0.68 to $2.00 a piece. Which meansthat 1 could possibly earn $68,000.00 to $200,000.00
which would recroup my cost for thechips and the cost for storage. And, 1 see no reason why others should not be
ableto use them for home gamesor add them to their collectionswhen we no longer have them in play.

Asalicensee, | will alwayscontinueto work closaly with the Commission toinsurethat gambling in Washington
remains lega and honest. At the sametime, | fedl obligedto spesk up when! see Commissionrul esthat impose
unnecessary restrictionsand regul ationson otherwise harmlessactivity collateral to the central purpose of honest
gaming in thisstate.

Sincerely,
ChrisKedy

Managing Membe3f Member Management Services, LLC



Stakeholder Comments
Opposing the Petition



June 6,2006

Ms.Susan Arland,
Rules Coordinator
Public Information Officer

4567 7™ Avenue SE
Lacey, Washington

Dear Ms. Arland

At the suggestion of Mr. Gary Drumheller, | submit my thoughts regarding the proposed changes to

WAC Rule 230-02-412, which is being considered and reviewed during the July 13-14th meeting of
the Washington State Gambling Commission. My company isitself engaged in the provision of
chips and other recreational gambling items. Based on that experience, | have a perspective that |
trust is worth consideration in connection with the proposed changes and ask that you consider the
following.

| readily admit that there are some limited potential benefits to the changes (specifically revenue to
the existing casino and income to a distributor), however, those benefits are only realizable with
some quality management and oversight and are far outweighed by the following downsides.

Among the " cons” that come readily to mind (and thisisa partia list) are:

Unregulated Reuse | ssues. The reuse of chips and cards for unauthorized gambling activities, may
present the potential for fraud based on the implied imprimatur of the regulators and the casinos
themselves. Discontinued chips sourced from local casinos present a significant challenge to
foreclosing fraud.

Bureaucratic and Administrative Expenses Are Likelv Excessive. Thisis at best a bureaucratic
nightmare for WSGC and casinos. As between the WSGC and the constituent casinosit will require
monitoring all activity during redemption periods, i.e., publication notice of the discontinuance of
the chips, audits of chip counts, training all employees to recognize discontinued chips, and
enforcement of the new gaming regulation.

Not a Recognized Precedent. All gaming states in the US destroy used chips; including Nevada,
New Jersey, Connecticut and Mississippi so as to avoid the bureaucracies and attendant costs. Native

erican Reservationsoperating under Federa jurisdiction can sell their chips, but thisisarare
occurrence. Reservations prefer to work closely with the States where they are located. The general
ruleisthat the chips are destroyed.

Collectors Unfairly Damaged. To the extent there is reliance among collectors on the current state
of the law, this action also destroys the collectible market. Rare chips will become commonplace and
hence deval ued.

Cronyism and Abuse. Only persons with close personal tiesto the Gaming Industry would have
access/’knowledge of the sale of chips and cards. So there would be significant potential for abuse
and back channeling chips that could be facilitated by cronyism.

Open Bidding Would Have to Be Required. If chips are not destroyed, there should be a publicly
announced competitive bidding process, and that process needs to be considered as a part of any
changed regulatory scheme.

For the above reasons, prudence dictates the proposed regulatory changes availing the resale of
casino chips (acurrency for the most part) not be implemented.

Thank you for the consideration.

Nicholas Bates
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M OMMISSION
February 3,2006 DIREC10R'S OFFICE
Mr. Rick Day

Director

Washington State Gambling Commission

Box 42400

Olympia, Washington 98504

Dear Mr. Day,

I am writing in opposition to the suggested Rule change WAC 230-02-412 which will be heard by
the Commission on February 10th, 2006. As a chip collector and purchaser of chips from closed
casinos, the proposed change would flood the market with chips which collectors have paid face
value for when purchased from a casino in the State of Washington.

Throughoutthe US, chips from closed casinos are either destroyed under the direction of the
local Gaming Authority or a hole drilled through them to make them valueless. This standard
practice is honored in Nevada, New Jersey, Mississippi and Connecticut. | encourage the State of
Washington to adopt this practice as well.

Lastly, if there is to be an open sale of chips in bulk from closed casinos or casinos that have
relinquished their license in your state, it should be an open bidding process so one and all can
participate in their purchase; otherwise destroy these chips. Currently, there are many chips from
your state's casinos, which | understand from Jeannette and Susan, have been purchased and
are being resold illegally on the internet. My suggestions above would hopefully eliminate that
problem.

Thanks you for considering my thoughts and comments.
Sincerely, ‘%S;V

Nicholas Bates
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HERMAN G. KIPLINGER GAMBLING COMMISSION
469 HUNTING RIDGE ROAD DIRECTOR'S OFFICE

STAMFORD, CONNECTICUTO06903

February 2, 2006
Mr. Rick Day
Washington State Gaming Commission

Olympia, WA

RE: WAC-230-02-412

To Whom It May Concern:

As a collector of casino chips, I am opposed to the potential new rule which
would allow licensed casinos to sell their decommissioned chips to the public-
at-large. All chips should be destroyed once their casino use has ceased.
Should this rule become’'law,” 1 can assure you of two things: 1) my
collection will lose significant value and 2) I will not have to worry about ever
returning to Washington for any casino or chip related business.

Thank you for your consideration.

Sigcierely, .

Herman G. Kiplinger

S
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FEB 10 2006
GAMBLING COMMISSION
DIRECTOR'S OFFICF
February 4,2006
Mr. Rick Day
Washington State Gambling Commission
Box 42400

Olympia WA 98504

Dear Mr. Day:

| have become aware of a possible rule change concerning casino poker
chips, and | AM STRONGLY OPPOSED.

Asacollector of chips| am opposed to this change WA C 230-02412
becauseit would be very detrimental to my collection.

| do agreat deal of collecting in Nevada, and they destroy all chips when
acasino closes.

Please add my nameto those in OPPOSITION to this proposed ruling.

//%

Helen Healy

Sincerely,
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FEB 102006
Washington State Gaming Commission NG COMMISSlON
Attention: Commissioner Rick Day % % TOR'S OFFICE
Box 42400

OlympiaWA 98504

Dear Mr. Day,
| am writing to ask that you strongly oppose WAC 230-02-412.

Asacollector of casino chips from around the world, | truly believethat chips should be
destroyed when a casino closes.

Infact, I'm not aware of any other statein the USA that doesn't destroy or havethe chips
notched when a casino closes, which isasoacommon practice worldwide as well.

I've been visiting Washington State casinosfor yearsand thiswould definitely stop me
from going.

Th

you for your time.

Jay Lakin

5130 SK ApacheRd
LasVegas NV 89148
703-627-7666
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Washington State Gaming Commission GAMBEIIEEGlC%iﬂol\a?SSION
ion: iss Rick D
é(t)t)((ar:ltlzirg)oCommmsoner B DIRECTOR'S OFFICE

OlympiaWA 98504

Dear Mr. Day,
| am writing to ask that you strongly oppose WAC 230-02-412.

Asacollector of casino chipsfrom around the world, | truly believethat chipsshould be
destroyed when a casino closes.

Infact, I'm not aware of any other state in the USA that doesn't destroy or have the chips
notched when acasino closes, which is also a common practice worldwide as well.

I've been visiting Washington State casinosfor years and this would definitely stop me
from going.

Thank you for your time.

A —

Michadl Jackness
7093 Comanche Canyon Ave
LasVegas, NV 89113
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FEB 10 2006
Washington State Gaming Commission GAMBLING COMMISSION
Attention: Commissioner Rick Day DIRECTOR'S OFFICE

Box 42400
OlympiaWA 98504

Dear Mr. Day,

| am writing to ask that you strongly oppose WAC 230-02-412.

Asacoallector of casino chips from around the world, | truly believethat chips should be
destroyed when a casino closes.

Infact, I'm not awareof any other statein the USA that doesn't destroy or have the chips
notched when a casino closes, which isaso a common practice worldwide as well.

I've been visiting Washington State casinosfor yearsand this would definitely stop me
from going.

Thank you for your time.

LYY

Michele Yeh
7093 Comanche Canyon Ave
LasVegas, NV 89113
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Rules Up For Discussion

Proposed Amendments to

WAC 230-25-040 Fund-raising event—House rules to be developed and
posted—Limitations on wagers.

WAC 230-25-050 Wagering among participants not permitted.

WAC 230-25-325 Limited fund-raising event — Procedures and restrictions.

New Section
WAC 230-25-045 Poker tournaments at fund-raising events and limited
fund-raising events FRE’s.

ITEM 10 (a)-(d) on the September 15, 2006, Commission Meeting Statutory Authority 9.46.070 &
Agenda. 9.46.0233

Who proposed the rule change?

Staff on behalf of charitable and nonprofit organizations.

Proposed Change

These proposed rule changes and new rule would allow poker tournaments at fund-raising events (FRE)
and limited FREs.

WAC 230-25-040: This rule requires house rules to be posted for fund-raising events, including
wagering limits. A new subsection states there are no limits on the number of poker tournaments chips
that can be wagered at FREs.

WAC 230-25-045: This new rule lists additional requirements licensees must follow when offering
poker at FREs.

WAC 230-25-050: This rule prohibits players from wagering against each other (such as poker games) at
FREs. Language was added to provide an exception to this restriction and authorize poker tournaments at
FREs.

WAC 230-25-325: Subsection (7) was added to authorize poker tournaments at limited fund-raising
events.

History of Rule

WAC rules do not currently allow charitable/nonprofit organizations to conduct poker tournaments that
are open to the general public. Card games such as poker may be played at charitable/nonprofit
organizations but only by members. RCW 9.46.0233 authorizes charitable or nonprofit organizations to
operate bingo, amusement games, contests of chance, lotteries, and raffles at a FRE. These events are also
known as Casino or Reno Nights and are open to the public.

House-banked card games such as blackjack are played at FREs. However, games where players wager
against each other (such as poker) is prohibited by WAC 230-25-050.

The RCW limits FREs to:
e One FRE for a period of 72 consecutive hours once during a calendar year; or two FRES
during a calendar year with each not exceeding 24 consecutive hours.
e Annual net receipts cannot exceed $10,000.

Impact of the Proposed Change

With the increasing popularity of poker, Commission staff has received numerous calls from
charitable/nonprofit organizations requesting to operate poker tournaments to raise funds. Many of the
requests are to operate poker tournaments in conjunction with a dinner or other events used to raise
money for organizations such as hospital foundations, churches, parent groups, and other charitable
organizations.




Allowing poker tournaments at a Fund Raising Event is consistent with the recent approval of poker
tournaments at Recreational Gaming Activities.

Regulatory Concerns

None

Resource Impacts

Staff currently spends a considerable amount of time answering questions and assisting
charitable/nonprofit organizations wishing to operate poker tournaments for fund raising purposes.

Any additional regulatory duties created by allowing poker tournaments should be offset by the time
not spent addressing why charitable/nonprofits can’t operate poker tournaments and explaining what
they can do.

Policy Consideration

The increase of other forms of gambling (house-banked card rooms and tribal casinos) has impacted
charitable and nonprofit organizations ability to raise funds through gambling.

Poker tournaments are allowed as a non-profit and charitable licensed activity, but have not previously
been allowed at Fund Raising Events. This will give non-profit or charitable organizations another
venue to raise funds for their stated purposes.

Stakeholder Statements For the Proposed Rule Change

A request was read into the record at the June 2006, Commission meeting as to whether the
Commission was going to allow poker tournaments at fund-raising events.

Stakeholder Statements Against the Proposed Rule Change

None.

Licensees Directly Impacted

Fund-raising event licensees and limited fund-raising event licensees.

Staff Recommendation

Further discussion.

Proposed Effective Date for Rule Change

November 13, 2006, assuming the rule is adopted at the October 2006, Commission meeting to become
effective 31 days after filing.




Amendatory Section:

WAC 230-25-040 Fund-raising event -- House rules to be developed and posted --
Limitations on wagers.

(1) Before conducting a fund-raising event (FRE), each licensee shall develop house rules
to govern the scope and manner of all gambling activities to be conducted during the
FRE. At a minimum, these rules shall:

(a) State the maximum amount of a single wager that may be placed by FRE participants.
Wagering limits are as follows:

(i) Single wagers shall not exceed ten dollars;

(ii) Raffles or other similar drawings may exceed the ten dollar wagering limit, but may
not exceed the limitations set forth in RCW 9.46.0277; ((and))

(iii) There are no limits on wagers made using scrip; and

(iv) There are no limits on the number of poker tournament chips that may be wagered.

(b) Prohibit any thing of value from being given to any person involved in the
management or operation of the FRE; and

(c) Prohibit any person involved in the management or operation of the FRE from
accepting any thing of value.

Posting house rules.

(2) A copy of the rules shall be conspicuously posted in the area where the FRE is being
conducted at all times during the FRE. A copy must be available, upon request, to any
law enforcement officer or representative of the commission, or member of the general
public



NEW SECTION

WAC 230-25-045 Poker tournaments at fund-raising events and limited fund-
raising events.

Poker tournaments are authorized at fund-raising events (FREs) and limited FREs under
FRE rules with the following additional requirements.

Net Receipts Limitation

(1) All money paid to enter a tournament or purchase chips or script to enter a
tournament is considered to be a wager for the purpose of determining the $10,000 net
receipts limits.

Prizes.

(2) Chips used in card tournaments do not have a monetary value and may only be
redeemed for prizes.

Posting of rules.

(3) The licensee must adopt poker tournament rules and conspicuously post the rules at
the tournament location.

Prize records.

(4) The licensee must maintain a record of all prizes awarded to include the amount the
licensed operator actually paid for each prize and the name and complete address of each
winning participant. If prizes are donated, the licensee must maintain a record that
includes the name of the donor and a description of the prizes donated.



Amendatory Section:
WAC 230-25-050 Wagering among participants not permitted.

Ne licensees ((te-eenduct)) conducting a fund-raising event shall not permit, as a part of
that fund-raising event, a gambling activity which involves a wagering of money or other
items of value by one participant against another participant. This rule shal-ret-be
construed-to does not prohibit gambling activities wholly administered by the licensee
wherein the licensee collects wagers from among the participants and determines the
winners and amounts of prizes on a pari-mutuel basis_or poker tournaments as authorized
under WAC 230-25-045.




Amendatory Section:

WAC 230-25-325 Limited fund-raising event -- Procedures and restrictions.
Pursuant to RCW 9.46.0233(2), nonprofit or charitable organizations may offer limited
fund-raising events (FREs). Organizations offering limited FREs must operate the FRE
under the following operational procedures:

Operating procedures.

(1) Only members of the organization and their guests shall participate in the event. The
event shall not be open to the general public.

(2) Participants shall purchase scrip with cash.

(3) Scrip shall be exchanged at gambling stations for chips.

(4) Only bona fide members will be utilized for all transactions involving acceptance of
cash for scrip, conducting the schemes to determine the winners of merchandise prizes,
and maintaining records during the event.

(5) The value of all purchased prizes must not exceed ten percent of the gross revenue
from the event, less the cost of the FRE equipment rental contract.

(6) Any prizes purchased from the FRE equipment distributor must be disclosed. The cost
may not exceed the fair market value. Prizes may be disclosed to the public at the retail
value.

(7) Poker tournaments may be operated at limited fund-raising events. Tournament rules
must be established and posted.

FRE equipment distributors.

Limitations.

((6M)) (8) The nonprofit organization may only contract with a person or organization
licensed as a FRE equipment distributor to provide the equipment and staff to operate the
gaming stations.

((68})) (9) Under no circumstances shall employees of the FRE equipment distributor
handle cash transactions or allow participants to purchase chips with cash.

Compensation.

((69Y)) (10) The fee paid to the FRE equipment distributor shall be in compliance with
WAC 230-25-120. The FRE equipment distributor shall not share in any way in the
proceeds of the event except as set forth in the rule.

Information to be submitted with FRE application.

((29))) (11) The application must include details relating to the initial cost to participate,

and method for purchasing additional scrip, as well as identify all costs included in the
initial price to enter that are not related to the gambling activity (i.e., meals, drinks, etc.).



The application must also identify the scheme that will be followed to distribute the
merchandise prizes to participants at the end of the event (i.e., raffle, auction, etc.).
(11) All contracts signed by the FRE licensee with the FRE equipment distributor and
premises provider must be submitted with the FRE license application.

Fees.
(12) The licensing fee for a limited FRE shall be as set forth in WAC 230-04-202(4).

[Statutory Authority: RCW 9.46.070. 00-15-048 (Order 387), 8 230-25-325, filed
7/17/00, effective 8/17/00.]



Rules Up For Discussion
Proposed Amendments to
WAC 230-02-205 Gambling service supplier defined.
New Sections
WAC 230-02-203 Defining lending agent, loan servicer, or placement agent.
WAC 230-02-204 Defining regulated lending institution.

Companion Rules Simplification Project Rules

These companion rules won’t become effective until 1/1/08.

Amendatory Section: WAC 230-03-210 Applying for a gambling service supplier license.
New Sections:

WAC 230-03-211 Defining “Lending Agent,” “Loan Servicer,” or “Placement Agent”
WAC 230-03-212 Defining "Regulated Lending Institution”

ITEM 14 (a)-(f) on the September 15, 2006, Commission Meeting agenda. Statutory Authority
9.46.070
Who proposed the rule change?
Staff.
Proposed Change

The rule is being changed to clarify the following:

1) Currently, the rule can be interpreted broadly because it refers to providing financing for
“infrastructure that supports gambling operations.” Infrastructure is a broad word; Commission
staff is seeking to restrict licensure to those that provide the financing for facilities, equipment or
operational needs. In this case, the financing referred to is not that offered by a traditional lending
institution.

2) To expand the list of financiers not required to be licensed as well as setting forth formal
suitability obligations.

3) Businesses performing analysis of gambling equipment. For example, Tribal-State compacts
authorize Tribes to have their Tribal Lottery Systems analyzed by vendors from a list approved by
the Commission. In order to qualify to be placed on the list of approved vendors, our practice has
been to require vendors to be licensed.

4) Businesses providing gambling related software, which enter into an ongoing financial
relationship with a licensed manufacturer. Gambling related software is that software which can
affect the results or outcome of the Tribal Lottery System games, or the digital card table games,
and/or directly interfaces with or controls the operation of the gambling equipment. Commission
staff have met with and considered information provided by the industry and Tribal advocates.

The rule is being changed to specifically require licensure of:

1) A lending agent, loan servicer or placement agent. In the past several years, we have seen growth
in the area of non-traditional lenders of money; therefore, Commission staff felt the rule should
clearly set forth this requirement so these lenders know in advance they are required to be
licensed. The difference between this type of lender and a traditional lender such as a bank,
mutual savings bank or credit union is a traditional lender falls within well established federal
regulatory jurisdictions.

Changes made after the July 2006, Commission meeting (tan paper).
Amended #1: Housekeeping edits to:

WAC 230-02-205 (1)(i), (2)(d) and (2)(e); and

WAC 230-03-210 (1)(i) and (2)(d).

History of Rule




WAC 230-02-205 was originally filed in 1997. Prior to that time, the Commission had a license
classification called Class 111 Management Company/Financier. In 1997, the Commission removed the
Class 111 Management Company/Financier license class, and included those services in the newly created
Gambling Service Supplier classification. Those providing gambling services that did not fit the
traditional manufacturer, distributor or operator license class were also included in the newly created
Service Supplier classification.

The rule was amended in 1998, 2000, and in January 2004 to keep pace with the changing industry. The
changes to WAC 230-02-205 are matched with new definition sections explaining which persons or
entities are considered lending agents, loan servicers, or placement agents (02-203), and what a regulated
lending institution is (02-204). Lenders would not require a license if they are regulated as defined in the
new section.

Impact of the Proposed Change

The circumstances surrounding the need for this change are:

1) This will enable staff and the public to know whether or not they need a service supplier license if
the applicant is not a traditional manufacturer, distributor or operator. Staff will spend less time
answering questions and analyzing particular situations for possible licensure.

2) Changing technology and business practices have created new opportunities for those providing
gambling services.

3) There is no particular financing situation that prompted this rule change. However, staff is
continually faced with analyzing new creative financing scenarios offered by lending institutions
that do not have the regulatory oversight that traditional banks or mutual savings institutions have.

4) Since the definition for gambling equipment changed to include software, staff has had difficulty
appling a consistent standard for businesses that might exert actual or potential influence in the
area of software. This change will assist staff and the public in determining whether or not
software, and its related attributes, require licensure.

Regulatory Concerns

These changes will assist staff in applying current rules to current situations.
This change will assist our licensing program by formally codifying current practice.
There is no impact to current field enforcement procedures.

Resource Impacts

Licensing staff will more efficiently be able to assist applicants and licensees when answering questions.

Policy Consideration

This will require some businesses to be licensed that were not required to be licensed in the past.

Statements Against the Proposed Rule Change

None.

Licensees Directly Impacted

Gambling service suppliers and those requiring their services.

Staff Recommendation

Further discussion.

Proposed Effective Date for Rule Change

WAC 230-02-203, 230-02-204, 230-02-205: January 1, 2007.

Companion Rules Simplification Project Rules:
WAC 230-03-210, 230-03-211, 230-03-212: January 1, 2008.







New Section:

WAC 230-02-203 Lending agent, loan servicer, and placement agent defined.

A person or entity, other than a regulated lending institution, that finds, places,
administers, facilitates, or services loans to licensees and whose services include, but are
not limited to, one or more of the following:

(1) Charging an on-going fee for their services;
(2) Maintaining rights as the lender;
(3) Determining when the loan is in default; or
(4) Maintaining access to collateral.



New Section:

WAC 230-02-204 Regulated lending institution defined.

A regulated lending institution is any state or federally regulated organization primarily
in the business of lending money. An organization must demonstrate that it is a regulated
lending institution by meeting all of the following criteria:

(1) Is registered and actively regulated by the Securities and Exchange Commission or
any other United States federal or state governmental banking or financial regulatory
agency. Lending institutions must demonstrate to the commission that they are actively
regulated by at least:

(@) Annually reporting information on their lending activities to the regulatory
agency; and

(b) Receiving regular audits or inspections by the regulatory agency; and

(c) Owners and officers undergo criminal history background checks.

(2) Is acting as a passive investor in the licensed establishment to which they are lending
money. For the purposes of this rule, passive investors are those who do not have actual
or potential influence over the operations of the licensed entity. A lending institution will
not be considered a passive investor if they:

(a) Appoint or have the right to appoint officers, directors, consultants, or other
positions with the licensed establishment; or

(b) Require the licensed establishment to seek their approval or authorization in
making business decisions for the organization; or

(c) Have full access to records of the establishment; or

(d) Have the ability to convert the debt into shares which would result in the
lender becoming a substantial interest holder per WAC 230-02-300 (4).

(3) A majority of its outstanding loans receivable are from businesses not engaged in
gambling activities.



Amended #1
September 2006, Commission Meeting Version

Amendatory Section:

WAC 230-02-205 Gambling service supplier defined.
A "gambling service supplier" is any person who provides gambling related services for
compensation, whether directly or indirectly.

(1) Gambling related services include at least the following:

(a) Providing consulting or advisory services regarding gambling activities;

(b) Providing gambling related management services;

(c) Providing financing for purchases or leases of gambling equipment or for providing
financing for infrastructure or facilities, or equipment, that supports gambling operations for
more than one licensee. For purposes of this section, financing by any bank, mutual savings
bank, or credit union regulated by the department of financial institutions or any federally
regulated commercial lending institution shall not be deemed as providing gambling related
services;

(d) Acting as a lending agent, or loan servicer, or placement agent as defined in WAC 230-
02-203;

(e) Providing any other service or activity where influence may be exerted over any gambling
activity licensed by the commission;

(f) Providing assembly of components for gambling equipment under a contract with a
licensed manufacturer or entering into an ongoing financial arrangement for gambling related
software with a licened manufacturer;

(9) Providing installation, integration, maintenance, or any other service of digital
surveillance systems that allows direct access to the operating system; ((e¥))

(h) Training individuals to conduct authorized gambling activities; or

(i) Performing the testing and certification of Tribal Lottery Systems ((as)) in meeting
requirements specified in the Tribal-State Compact;

(2) The term "gambling services supplier” does not include the following:

(a) Universities and colleges that are regulated by the Washington state board of community
and technical colleges and the higher education coordinating board which train individuals to
conduct authorized gambling activities;

(b) Licensed manufacturers or distributors who service and repair pull-tab dispensing devices,
bingo equipment or any other authorized gambling equipment;

(c) Attorneys, accountants, and governmental affairs consultants whose primary business is
providing professional services that are unrelated to the management or operation of gambling
activities; ((and))

(d) Persons that only provide nonmanagement related recordkeeping services for punch board
and pull-tab operators, when the combined total gross billings from such ((services)) service
does not exceed twenty-five thousand dollars during any calendar year.

(e) ((Persenwhe)) Persons that provide names, images, artwork or associated copyrights or
trademarks, or other features that do not affect the results or outcome of the game, for use in
gambling equipment; and

(f) Regulated Lending Institutions as defined in WAC 230-02-204.

Bold = Changes made after the July 2006, Commission meeting.






Companion Rules Simplification Project Rule
This rule will not be effective until 1/1/08

Amended #1
September 2006, Commission Meeting Version

Amendatory Section:

WAC 230-03-210 Applying for a gambling service supplier license.

(1) You must apply for a gambling service supplier license if you perform any of the
following gambling-related services for compensation:
(a) Consulting or advisory services regarding gambling activities;
(b) Gambling management services; or
(c) Financing for purchases or leases of gambling equipment or financing for
providing infrastructure or facilities, or equipment that supports gambling
operations for more than one licensee; or
(d) Acting as a lending agent, or loan servicer, or placement agent; or
(e) Providing the assembly of components for gambling equipment under a contract
with a licensed manufacturer or entering into an ongoing financial arrangement
for gambling related software with a licensed manufacturer; or
(F) Installing, integrating, maintaining, or servicing digital surveillance systems that
allow direct access to the operating system; or
(9) Training individuals to conduct authorized gambling activities; or
(h) Providing any other service or activity where influence may be exerted over any
gambling activity licensed by the commission;_or
(i) Performing the testing and certification of Tribal Lottery Systems ((as)) in
meeting requirements specified in the Tribal-State Compact.
(2) You do not need a gambling service supplier license if you are:
(a) A bank, mutual savings bank, or credit union regulated by the department of
financial institutions or any federally regulated commercial lending institution; or
(b) A university or college regulated by the Washington state board of community
and technical colleges and the higher education coordinating board that trains
individuals to conduct authorized gambling activities; or
(c) An attorney, accountant, or governmental affairs consultant whose primary
business is providing professional services that are unrelated to the management
or operation of gambling activities; or
(d) A person ((that)) who only provides nonmanagement-related recordkeeping
services for punch board and pull-tab operators, when the combined total gross
billings from such ((services)) service does not exceed twenty thousand dollars
during any calendar year; or
(e) A person who provides names, images, artwork or associated copyrights or
trademarks, or other features that do not affect the results or outcome of the game,
for use in gambling equipment; or
(F) Regqulated Lending Institutions.

[Statutory Authority: RCW 9.46.070 (4), (14), and (20).]

Bold = Changes made after the July 1006, Commission meeting.



Companion Rules Simplification Project Rule
This rule will not be effective until 1/1/08

New Section:

WAC 230-03-211 Defining “lending agent,” “loan servicer,” or “placement agent

(1) "Lending agent,” "loan servicer," or "placement agent" mean any person or entity,
other than a regulated lending institution, that finds, administers, facilitates, or services
loans for a licensee.

(2) The services of lending agents, loan servicers, or placement agents include, but are
not limited to,

(a) Charging an on-going fee for their services;

(b) Maintaining rights as the lender;

(c) Determining when the loan is in default; and/or
(d) Maintaining access to collateral.



Companion Rules Simplification Project Rule

This rule will not be effective until 1/1/08

WAC 230-03-212 Defining *'regulated lending institution™

(1) "Regulated lending institution™ means any state or federally regulated organization
primarily in the business of lending money for investment purposes.

(2) “Regulated lending institutions” must
(a) Register with the Securities and Exchange Commission or any other United
States federal or state governmental banking or financial regulatory agency.
(b) Be actively regulated by the Securities and Exchange Commission or any
other United States federal or state governmental banking or financial
regulatory agency. “Active regulation” means

(i)
(i)
(iii.)

Reporting annually on lending activities to the regulatory
agency,

Receiving regular audits or inspections by the regulatory agency;
and

Undergoing criminal history background checks of owners and
officers.

(c) Act as passive investors in the licensee. “Passive investors” mean investors
who have no actual or potential influence over the operations of the licensee.
A “passive investor” does not

(i)
(ii.)

(iii.)
(iv.)

(v.)

Appoint or have the right to appoint officers, directors,
consultants, or other positions with the licensee;

Require the licensee to seek approval or authorization in making
business decisions;

Have full access to the records of the licensee;

Have the ability to convert debt into shares which would result in
the lender becoming a substantial interest holder; or

Have any other influence or control over the licensee.

(d) Have non-gambling-related businesses as a majority of their outstanding loans

receivable.



	thurs.pdf
	fri.pdf
	8_petition.pdf
	8_title.pdf
	9_title.pdf
	13_title.pdf
	13_wac_25-040.pdf
	13_wac_25-045.pdf
	13_wac_25-050.pdf
	13_wac_25-325.pdf
	14_title.pdf
	14_wac_02-203.pdf
	14_wac_02-204.pdf
	14_wac_02-205.pdf
	14_wac_03-210.pdf
	14_wac_03-211.pdf
	14_wac_03-212.pdf

